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MEMBER BANK RESERVE REQUIREMENTS 


TUESDAY, APRIL 7, 1959 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Suscommirrex No. 2, 
Washington, D.C. 


The subcommittee met, pursuant to notice, at 10 a.m., the Hon. Paul 
Brown, presiding. 


Present: Messrs. Brown, Spence, Barrett, Vanik, Barr, Moorhead, 
Johnson, and Hiestand. 

Mr. Brown. The committee will come to order. 

We will take up H.R. 5237. 

(The bill, H.R. 5237, follows:) 


(H.R. 5237, 86th Cong., 1st sess. ]) 


A BILL To amend section 19 of the Federal Reserve Act with respect to the reserves 


eee to be maintained by member banks of the Federal Reserve System against 
eposits 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 19 of the Federal Reserve Act, as 
amended, is further amended by striking out the provisos in the fourth and fifth 
paragraphs of such section, lettered (b) and (c), respectively (U.S.C., title 12, 
sec. 462), by changing the colon in each such paragraph to a period, and by adding 
after such fifth paragraph the following: 

“Nothwithstanding the other provisions of this section— 

(1) the Board of Governors, under such regulations as it may prescribe, 
may permit member banks te count all or part of their currency and coin as 
reserves required under this section ; and 

“(2) a member bank in a reserve city may hold and maintain the reserve 
balances which are in effect under this section for member banks described 
in paragraph (a), and a member bank in a central reserve city may hold 
and maintain the reserve balances which are in effect under this section for 
member banks described in paragraph (a) or (b), if permission for the 
holding and maintaining of such lower reserve balances is granted by the 
Board of Governors of the Federal Reserve System, either in individual 
cases or under regulations of the Board, on such basis as the Board may 
deem reasonable and appropriate in view of the character of business trans- 
acted by the member bank.” 

Sec. 2. (a) The fifth paragraph of section 19 of the Federal Reserve Act, let- 
tered (c) (U.S.C., title 12, sec. 462), is amended by striking out the word 
“thirteen” in such paragraph and substituting in lieu thereof the word “ten’’. 

(b) The sixth paragraph of section 19 of the Federal Reserve Act (U.S.C., 
title 12, sec. 462b) is amended by striking out the words “on the date of enact- 
ment of the Banking Act of 1935”. 


Mr. Brown. I believe our first witness is Mr. Balderston, Vice 
Chairman of the Board of Governors of the Federal Reserve System. 

Is Mr. Balderston here. 

Mr. Batperston. Yes, sir. 

Mr. Brown. All right, Mr. Balderston, you may identify yourself 
and proceed in your own way. 


NI 
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STATEMENT OF C. CANBY BALDERSTON, VICE CHAIRMAN, BOARD 
OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, ACCOM- 
PANIED BY WOODLIEF THOMAS, ECONOMIC ADVISER, AND 
HOWARD H. HACKLEY, GENERAL COUNSEL 


Mr. Bauperston. Mr. Chairman, I am C. C. Balderston, Vice Chair- 
man of the Board of Governors of the Federal Reserve System. At 
my right is Mr. Thomas, economic adviser to the Board. At his right, 
Mr. Hackley, the Board’s general counsel. 

Mr. Chairman and members of the committee, the Board of Gover- 
nors favors enactment of the proposal before your committee, H.R. 
5237, to amend section 19 of the Federal Reserve Act by making three 
changes in the present law respecting the reserve requirements of 
member banks. 

This bill, it should be emphasized, is not designed to make any 
radical changes in the existing system of reserve requirements that 
would have an important bearing on monetary policies. The applica- 
tion of its provisions would have to be effected in a manner and be 
accompanied by other measures, so as not to negate policies directed 
toward provision of an appropriate supply of bank credit and money. 
In the judgment of the Board, the basic characteristics of the existing 
system of reserve requirements provide a workable and effective 
medium for execution of monetary policy. The amendments proposed 
are for the purpose of removing from the present law some structural 
inequities and difficulties of administration. The amended law would 
provide a means of effecting gradually a better structure of reserve 
requirements within the existing framework, adaptable to meeting 
over the foreseeable future the prospective monetary and credit needs 
of a growing economy. 

The bill proposes three changes in existing law that would authorize 
the Board to: 

(1) Permit member banks to include in their required reserves all 
or part of their vault cash holdings in addition to balances with Fed- 
eral Reserve banks. 

(2) Set the reserve requirements for demand deposits of central 
Reserve me banks within a range of 10 to 20 percent, instead of the 
present authorized range of 13 to 26 percent. 

(3) Permit individual member banks in any part of a Reserve or 
central Reserve city to carry, where reasonable and appropriate in 
view of the character of business transacted by the individual banks 
concerned, reserves at the lower requirement level prescribed for 
country or for Reserve city banks. 

The relatively simple changes the bill would make in the text of 
section 19 of the Federal Reserve Act are described precisely and com- 
pletely in an attachment to this statement. 

The purposes and possible effects of the proposed changes may be 
summarized briefly. 

VAULT CASH AS RESERVES 


Present limitation of reserves to balances held at the Reserve bank 
results in an inequitable situation as between individual banks, because 
many banks find it necessary for operating purposes to hold relatively 
larger amounts of vault cash than do other banks. The counting of 
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vault cash as reserves would correct that inequity. Since vault cash 
holdings and reserve balances at the Reserve banks both have the same 
effect in limiting the volume of credit a bank may extend and are inter- 
changeable, it is logical and proper that both be counted as reserves. 
Doing so would also have collateral advantages: One would be to re- 
duce the costs of transporting and handling currency; another would 
be to facilitate the holding by member banks of larger stocks of cur- 
rency that would be available over widely dispersed areas for use 
in the event of a national emergency. 

In the original Federal Reserve Act member banks were permitted 
to hold somewhat more than half of their required reserves as cash in 
their own vaults. In 1917 the total reserve requirements were reduced 
and member banks were required to hold the full amount with Federal 
Reserve banks. This was a wartime measure designed to mobilize the 

old reserves of the country in the Federal Reserve banks. Under the 
Gold Reserve Act of 1934, all of the country’s gold stock is held in the 
Treasury, which issues gold certificates or gold-certificate credits 
against most of it to Federal Reserve banks, and the gold stock can be 
drawn upon only to cover international payments. Thus, there is now 
no possibility of banks depleting the gold supply by withdrawals to 
hold as reserves or for other domestic uses, and that reason for not 
counting banks’ vault cash holdings as reserves no longer exists. 
Taken by itself any withdrawal of currency by a bank either to hold 
in its vault or to meet customers’ demand results in a drain on mem- 
ber bank reserve balances, unless additional reserves are provided b 
some means. Likewise a return flow of currency adds to the avail. 
ability of reserves. It is for this reason that reserves and vault cash 
are said to be interchangeable. 

Permitting vault cash to count as reserves would release a corre- 
sponding amount of reserves now held on deposit at the Reserve banks 
and thus add approximately $2 billion at a single stroke to the avail- 
able supply of bank reserves. Unless other action were taken to absorb 
some of the reserves released, this would increase the lending potential 
of the banking system by more than a tenth. It would also distort 
existing differentials in reserve requirements as between classes of 
banks. Any such change, therefore, would have to be put into effect 
gradually, and most likely be offset by adjustments in the reserve re- 
quirement percentages, as well as by open market operations. When 
initiating the change, the Board could permit member banks to count 
as part of their required reserves either all of their vault cash or only a 
specified portion thereof. 

Vault cash holdings vary considerably among individual banks and 
also vary from time to time for any single bank. Inequities in the 
present system of reserve requirements arise primarily from the differ- 
ences among banks in the same class as to their holdings of vault cash. 
About a fourth of the country member banks, for example, hold cash 
amounting to more than 5 percent of their net demand deposits, or 
close to half of their required reserves against such deposits, while 
another fourth show cash to demand deposit ratios of less than 214 

ercent. A fourth of the Reserve city banks hold cash amounting to 
ess than 1% percent of demand deposits, with a fourth showing ratios 
of more than double that figure. 
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There are wide differences between the reserve classes in their vault 
cash holdings, but these average differences are more than offset by 
the differentials in the reserve requirement percentages established for 
each class. Vault cash holdings and reserve requirements of each 
class are shown in the table: 


Cash in vault of member banks by class of bank, 1st half of February 1959 











Ratios (percent) vault Ratios of 
cash to— vault cash 2 
Amounts plus required 
(in millions reserves to 
of dollars) Total Net demand | net demand 
required deposits deposits 
reserves ! 
SEE Se EE Ae ee 2, 039 11.2 Oe Ficédweescebake 
Central Reserve city banks: 
aS ae tA 130 3.3 .6 18.6 
RS ee ena 30 2.9 -6 18.6 
RE ND i oe en eece- 645 8.3 1.6 18.1 
PES Re ae 1, 234 22.8 3.3 14.3 

















1 Including requirements of 5 percent against time deposits, 
2 Not including requirements against time deposits. 


Of the $2 billion of vault cash held by all member banks, in Feb- 
ruary, about three-fifths, or $114 billion, was held by country banks, 
whose holdings constitute over 3 percent of their net demand deposits 
and nearly a fourth of their total required reserves. Vault cash hold- 
ings of Reserve city banks as a group amounted to over 114 percent 
of demand deposits and 8 percent of required reserves, while the ratios 
for central Reserve city Gouks as a group were very small. These 
average ratios vary somewhat from time to time, but the margins are 
broadly similar. 

These margins of difference in vault cash holdings to some degree 
compensate for differences in reserve requirements. When vault cash 
holdings are added to required reserves, the amounts currently tied up 
by the combination, expressed as ratios to net demand deposits, show 
much smaller margins of difference between classes than the reserve 
requirement percentages alone would indicate. While reserve re- 
quirements percentages alone would indicate. While reserve require- 
ments on demand deposits alone are 11 percent for country banks, 
1614 for Reserve city banks, and 18 for central Reserve city banks, as 
of February 1959 the combined ratio was 14.3 percent for country 
banks on the average, 18.1 percent for Reserve city banks, and 18.6 
percent for central Reserve banks. In addition to these amounts, 
member banks have a reserve requirement of 5 percent on time de- 

its at all classes of member banks. 

If vault cash were permitted to be counted as reserves without any 
alteration of reserve requirement percentages, member banks could 
reduce their required reserve balances held at the Reserve banks and 
the margins between classes in such balances needed would be greater 
than those now in effect. The differences between country banks and 
Reserve city banks in requirements against net demand deposits would 
be 514 percentage points (1614 minus 11), as compared with the pres- 
ent margin of less than four points in effective requirements, as meas- 
ured by the combined total of required reserve balances and average 
vault cash holdings (18.1 minus 14.3). The difference between coun- 
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try banks and central Reserve city banks would be 7 points (18 minus 
11) as compared with a little over 4 points on the average at present 
(18.6 minus 14.3). As previously stated, some realinement of require- 
ments would be needed in effecting the shift to the new basis. 


PERCENTAGE RANGE FOR CENTRAL RESERVE CITY BANKS 


By using its legal authority to change requirements for the three 
broad classifications of member banks, the Board can reduce any 
undue distinctions between classes of banks. 

Under the present law requirements may vary as follows: 








Minimum Maximum Present 
Against net demand deposits: 
Cees SIO eer WON od) a5 os ihe oo sce danncnawegs 13 26 18 
Oe EO aS a 10 20 164% 
Te Sabicdiabion 7 14 ll 
Against time deposits, all banks--__...................----.--- 3 6 5 














The effect of counting vault cash as reserves, as pointed out, would 
be to lower the amount of reserves required to be held at the Reserve 
bank. The reduction would be substantial for most country banks, 
which now have the lowest reserve requirements, and for some Reserve 
city banks, but negligible for most central Reserve city banks, which 
have the highest reserve requirements. 

Partly because central Reserve city banks would obtain little bene- 
fit from counting vault cash as reserves, the Board is proposing that 
permissible requirements for central Reserve city banks be lowered 
to the 10 to 20 percent range authorized for Reserve city banks. No 
changes are proposed in the permissible limits of the percentage re- 
quirements against net demand deposits as now stated in the law for 
Reserve city and country banks—10 to 20 percent and 7 to 14 percent, 
respectively. 

Another reason for lowering the range for central Reserve city 
banks is that, in the judgment of the Board, a maximum of 20 percent 
is believed to provide sufficient leeway for any increases that may be 
needed in the foreseeable future. With longrun growth in the 
economy, banks will need to expand credit and the supply of money. 
Reserves required for this purpose may be provided by reducing 
requirements gradually in the course of time. 

his amendment would retain three classes of banks in recognition 
of fundamental differences in the character of demand deposits held. 
The Board could retain higher requirements for central Reserve city 
banks than for Reserve city banks even though the amendment to the 
law would establish an identical range of permissible requirements 
for central Reserve city banks as for hestee city banks—by lower- 
ing from 26 percent to 20 percent the maximum and from 13 percent 
to 10 percent the minimum that could be required of any central Re- 
serve city bank against demand deposits. 

No change is recommended in the provision of the law that permits 
the Board to change reserve requirements within the beds toa! lim- 
its for the different classes of banks. These limits permit a doubling 
of requirements above the statutory minimum, but the absolute ran 
of variation for demand deposits at central Reserve city banks would 
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be narrowed from 13 percent to 10 percent. Moreover, the Board 
would retain authority to reclassify cities, which, together with the 
other amendment proposed with respect to the classification of in- 
dividual banks, would make possible adjustments to remove or reduce 
~ inequities between banks or classes of banks. 

t has been proposed that the central Reserve city classification 
be abolished and that there be authority for only two classes of 
banks—Reserve city banks and others. The principal reason ad- 
vanced for this proposal is that the original basis for the establish- 
ment of central Reserve citities is no longer applicable. Under the 
National Bank Act, central Reserve cities were required to hold larger 
reserves because deposits with central Reserve city banks could be 
counted as reserves by other banks; this has not been permitted since 
1917. It is also stated that, although banks still maintain substantial 
balances with central Reserve city banks for operating purposes, the 
peers of New York and Chicago in this respect has greatly dim- 
inished. 

The Board, however, favors the retention of the three classes for a 
number of fundamental reasons. The proposal to abolish the cen- 
tral Reserve city classification is much more sweeping than the pro- 
vision in the pending bill to lower the maximum and minimum figures 
for central Reserve city banks to the same range as that permitted 
for Reserve city banks. 

Practical objections to a mandatory requirement that reserve re- 
quirements be made identical for all city banks relate to the problem of 
absorbing the reserves released and the shifts in established relation- 
ships among banks. The change would necessitate either a reduction 
in central Reserve city requirements or an increase in those for Re- 
serve cities, or both. If requirements at central Reserve city banks 
were lowered to the present level of Reserve city banks, the effect 
would have to be absorbed by raising requirements for country banks, 
if necessary to maintain an appropriate total level of required re- 
serves. If the total level of required reserves were lowered, the addi- 
tional reserves would need to be absorbed by other means to avoid 
undue credit expansion. In any event, there would be a realinement 
of requirements that would alter long-established relationships among 
banks; the present central Reserve city banks would have lower re- 
quirements and country banks would probably have higher require- 
ments relative to the average for all member banks than would be the 
case if the three-way classification were retained. 

Retention of the central Reserve city classification is essential in 
order to make it possible to deal with any undue concentration of 
available reserves in money market centers, such as has happened and 
might arise again in the future. Absorption of such a pool of re- 
serves through open market operations or through a widespread in- 
crease in requirements might be impossible without undue effects 
on other banks having relatively small amounts of reserves available. 
Such a situation developed in the 1930’s when large amounts of both 
foreign and domestic balances were concentrated in New York, and 
New York City banks held very large excess reserves. Authority to 


maintain three classes of banks provides the Federal Reserve with 
more flexible powers to deal with such variations in the distribution 
of reserves. 


a - 
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More fundamentally, the Board feels that differentials in require- 
ments among banks are desirable for purposes of effectuating mone- 
tary policy. There are fundamental differences in the character of 
deposits held by different banks and in their impact on the economy. 
Since the principal function of reserve requirements is to influence 
the impact of the use of money on the economic situation, such re- 
quirements should make allowance not only for the quantity of money 
outstanding but also for the rate of its use. 

These differences are recognized in existing law with respect to 
requirements against demand and time deposits and to those against 
demand deposits for the three different classes of banks. They are 
sufficiently distinct and important to justify three classes of banks 
rather than only two. Just as there are significant differences be- 
tween the larger city banks and the smaller country banks which 
make it appropriate to require different amounts of reserves, there 
are also differences between large banks concentrated in the leading 
financial centers and banks in other cities, Differences between large 
city banks and banks located in small places are numerous and clear. 
Rikewion. New York City and Chicago as banking centers stand out in 
many respects from other cities. The differences may not be as great 
as they were in the past, but they are still striking. 

As an illustration of these differences, of the 10 largest banks, as 
measured by total deposits, all but 2 are in New York and in Chi- 
cago, and those 2 are statewide branch banks with a substantial 
volume of deposits at their country branches. Total deposits at all 
banking offices located within metropolitan areas amount to about 
$58 billion for New York and nearly $13 billion for Chicago. The 
next largest are Los Angeles with about $8 billion and San Francisco 
and Philadelphia with less than $7 billion each. 

Interbank demand deposits, which are an indication of the ability 
of banks to attract funds and put them to work and which have been 
used in the past as the principal standard of classification, total over 
$4 billion at central Reserve city banks in New York and $1.2 billion 
at such banks in Chicago. The largest total held in any other city is 
less than $500 million. Of the 11 banks holding the largest amount of 
interbank demand deposits, 10 are central Reserve city banks. 

Still another reason for retaining three classes of banks is that large 
banks in financial centers, which hold the bulk of the more active bal- 
ances of businesses and investment institutions and also balances of 
other banks, are in a better position to put available funds to use ac- 
tively and promptly in the central money markets than are smaller 
banks or those located elsewhere. Banks outside the financial centers, 
on the other hand, find it necessary for operating purposes to carry a 
portion of their secondary reserve assets in the form of balances with 
other banks, on which they receive no earnings and the carrying of 
which limits their lending capacity. Even Reserve city banks main- 
tain substantial amounts of balances with other banks, particular] 
in New York and Chicago. New York banks maintain only negli- 
gible balances with other banks and Chicago banks have less than 
other cities in relation to their balances due to banks. These two cities 
are central markets for money to an extent that is not true of other 
— cities. 

ypical depositors in large city banks include businesses, individ- 
uals, and institutions which have large amounts of funds and use 
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them much more actively than do most of the depositors in the smaller 
banks. They are in a better position than customers of banks located 
elsewhere to keep a portion of their liquid funds in short-term mar- 
ketable assets and to keep their deposit balances small relative to the 
volume of their payments. This is another way of saying that large 
city banks hold greater amounts of deposits that have high expan- 
sionary or inflationary potentials than do the smaller banks. 

A rough indication of the impact of bank deposits on economic ac- 
tivity is provided by figures of debits to deposit accounts. As meas- 
ured by the ratio of debits to deposits outstanding, the average rate 
of turnover of demand deposits, other than inferbank and U.S. Gov- 
ernment deposits, for all banks in New York City exceeds 50 times a 
year and even when allowance is made for operations of certain finan- 
cial types of deposits that have extraordinarily high rates of turnover 
and are heavily concentrated in New York, the average is still over 
30. The average for all banks in Chicago is over 30 percent, and 
that for Chicago central Reserve city banks alone is higher. Nearly 
all of the large central Reserve city deerv show rates of turnover ex- 
ceeding 30. 

Of the large Reserve city banks, only a few have turnover rates of 
over 30 times a year and more than half have rates of less than 25. 
For most of the smaller Reserve city banks the turnover rates are 
below 20. At banks in other places, annual rates of turnover of de- 
mand deposits are generally less than 20 even for the largest banks, 
and less than 15 for the bulk of the small banks. For time deposits 
the rate of withdrawals is only about once every 2 years. 

It is evident that there are sufficiently wide differences in the char- 
acter of banks and in the impact of their deposits on the economy to 

rovide a basis for differentials in reserve requirements on the exist- 
ing pattern of three broad classes. In no other city is there as much 
concentration of banks that may be characterized as central Reserve 
city banks or the elements of a central money market as there is in 
New York and to a lesser extent in Chicago. Since banks under the 
proposed amendments would continue to be classified by cities, the 
classification of cities is necessarily based upon the extent of such con- 
centration rather than upon a relatively few individual cases. 


RELIEF FOR INDIVIDUAL BANKS 


Because reserve classifications are made by cities, individual banks 
located in a city but differing in nature from the leading banks in 
the city are compelled to observe higher requirements than banks of 
a similar nature located elsewhere. Under existing law, the Board 
may permit such banks if located in outlying districts to carry the 
lower reserves specified for banks in one of the other classes. This 
provision now permits the Board to alleviate inequities which arise 
when banks located in such outlying districts are predominantly en- 
gaged in business that is similar to that of banks with a lower reserve 
classification. It does not, however, permit the Board to bring equiv- 
alent relief to such banks if they are located in the central or financial 
districts of Reserve or central Reserve cities. While the number of 
such cases is not large, they do represent cases of unfairness that are 
not essential for policy reasons. The amendment proposed would per- 
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mit more flexibility in exempting individual banks than is possible 
under existing law and thereby facilitate the elimination of some ex- 
isting inequities. To accomplish these purposes the pending bill 
would strike out of the law the present relief provisos applicable only 
to “outlying district” banks, and add a new paragraph which would 
authorize the Board to permit member banks in any part of a Reserve 
or central Reserve city to carry reduced reserves. Instead of being 
confined solely to the geographical test, the Board would be author- 
ized to grant permission for reduced reserves on such basis as it might 
deem reasonable and appropriate in view of the “character of business” 
transacted by the member bank involved. Determination of character 
of business for this purpose would take into consideration total volume 
of deposits, holdings of interbank deposits, the distribution of other 
deposits among different groups of owners, the turnover of deposits, 
the requirements of other banks in the same area doing a similar type 
of business, and other relevant factors. 

As under present law, the amendment would make it possible for 
the Board to permit a member bank in a Reserve city to carry the 
lower reserves In effect at the time for country banks rather than that 
fixed for Reserve city banks; and, similarly, a member bank in a cen- 
tral Reserve city could be permitted to carry the lower reserves in 
effect at the time either for Reserve city banks or country banks. The 
amendment would not authorize the Board to permit any member 
bank in such cities to carry reduced reserves equal to some percentage 
other than one prescribed by the Board for one of the designated 
classes of banks. 

Again as under present law, the amendment would not authorize 
the Board to increase the percentages of reserves required to be main- 
tained by individual member banks. The Board would, however, re- 
tain the authority which it now has under the law to designate new 
reserve requirements of all member banks in such cities, except such 
banks as may be specifically permitted to carry the lower requirements 
of another class. 

The proposed amendment would make it possible for the Board to 
grant permission for reduced reserves upon the vote of a majority of 
a quorum, rather than only upon the affirmative vote of five members 
of the Board as required by the present law. 


OTHER OBSERVATIONS 


Before undertaking to answer whatever questions you may have, 
I should like to make, in conclusion, a few general observations. 

The Board has given consideration to the careful and comprehen- 
sive study of the problem of reserve requirements and the proposals 
for changes made by the Economic Policy Commission of the American 
Bankers Association, and also to other plans for fundamental re- 
visions in the reserve requirement structure. The Board has con- 
cluded, however, that far-reaching changes in the law are not neces- 
sary. In particular, the Board opposes, for reasons already stated, 
the abolition of the three reserve classes of banks. It would also not 
favor a mandate to reduce reserve requirements to any predetermined 
level by a given time. With the amendments proposed, along with 
other provisions of existing law, the Board would have adequate au- 
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thority to make any changes in the structure and level of reserve re- 
quirements that are likely to be appropriate under present or fore- 
seeable conditions. 

No change is recommended by the Board in permissible require- 
ments against time deposits from the present range of 3 to 6 percent. 
It is recognized that savings deposits in banks do not need to have 
as high requirements as demand deposits, which comprise the most 
active elements of the money supply, and the law correctly provides 
for differentials in such requirements. In the opinion of the Board, 
the present limits on requirements against time deposits are about 
as low as would be warranted for sound and effective operation of the 
banking system. 

The principal function of reserve requirements, it is now generally 
recognized, is to serve as an instrument for regulating the ability of 
banks to expand credit and add to the available supply of money. 
Under existing law, Federal Reserve policies and actions may in- 
fluence both the available supply of reserves and, within statutory 
limits, the amount of reserves required to be held. 

The desirable ultimate level of reserve requirements need be no 
higher than essential for purposes of monetary policy. Yet require- 
ments should not be so low as to raise questions about liquidity or 
safety in the asset structure of banks. Nor should they be so high 
as to hamper unduly the earning capacity of banks and their ability 
to perform essential functions. The precise level of requirements that 
may be appropriate for monetary policy at any particular time in the 
future must be predicated on economic and financial developments at 
home and abroad. 

Any changes in the general level of reserve requirements must be 
made only gradually and in relatively small steps in order to avoid 
undesirable disturbances to credit markets, conflicts with appropriate 
monetary policies, and undue upsets to long-established competitive 
relationships and banking practices. In order to provide for future 
contingencies, authority to vary requirements over a fairly wide range 
needs to be retained. 

Experience indicates that changes in reserve requirements have 
more erratic effects upon the credit situation than changes in the 
availability of reserves effected by other means. Legislative authority 
with respect to both the level and structure of reserve requirements for 
member banks, therefore, should be sufficiently flexible to enable ad- 
justments to be made in ways, in amounts, and at times that are con- 
sistent with the aims of monetary policy, with the international posi- 
tion of the country, and with the maintenance of a sound and effective 
banking system. Existing law with the amendments proposed would 
permit moving gradually toward a more equitable and rational struc- 
ture of reserve requirements with a minimum of interference with 
major policy objectives. 

That concludes our formal statement, Mr. Chairman. 


MEMBER BANK RESERVE REQUIREMENTS 
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(The attachment to Mr. Balderston’s statement is as follows :) 


TEXTUAL CHANGES WHICH WovuLp Br MADE IN SEcTION 19 ofr THE FEDERAL 
RESERVE Act BY H.R. 5237 


{Omitted material in black; new material in italic] 
* * * k oo * * 


Every bank, banking association, or trust company which is or which becomes a 
member of any Federal reserve bank shall establish and maintain reserve bal- 
ances with its Federal reserve banks as follows: 

(a) If not in a reserve or central reserve city, as now or hereafter defined, it 
shall hold and maintain with the Federal reserve bank of its district an actual 
net balance equal to not less than seven per centum of the aggregate amount of 
its demand deposits and three per centum of its time deposits. 

(b) If in a reserve city, as now or hereafter detined, it shall hold and maintain 
with the Federal reserve bank of its district an actual net balance equal to not 
less than ten per centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits (: Provided, however, That if located in the 
outlying districts of a rserve city or in territory added to such a city by the exten- 
sion of its corporate charter, it may, upon the affirmative vote of five members 
of the Board of Governors of the Federal Reserve System, hold and maintain 
the reserve balances specified in paragraph (a) hereof]. 

(c) If a central reserve city, as now or hereafter defined, it shall hold and 
maintain with the Federal reserve bank of its district an actual net balance equal 
to not less than [thirteen] ten per centum of the aggregate amount of its demand 
deposits and three per centum of its time deposits L: Provided, however, That if 
located in the outlying districts of a central reserve city or in territory added 
to such city by the extension of its corporate charter, it may, upon the affirma- 
tive vote of tive members of the Board of Governors of the Federal Reserve 
System, hold and maintain the reserve balances specified in paragraphs (a) or 
(b) thereof]. 

Notwithstanding the other provisions of this section— 

(1) The Board of Governors, under such regulations as it may prescribe, may 
permit member banks to count all or part of their currency and coin as reserves 
required under this section; and 

(2) A member bank in a reserve city may hold and maintain the reserve bal- 
ances which are in effect under this section for member bunks described in para- 
graph (a), and a member bank in a central reserve city may hold and maintain 
the reserve balances which are in effect under this section for member banks 
described in paragraphs (a) or (b), if permission for the holding and maintain- 
ing of such lower reserve balances is granted by the Board of Governors of the 
Federal Reserve System, either in individual cases or under regulations of the 
Board, on such basis as the Board may deem reasonable and appropriate in view 
of the character of business transacted by the member bank. 

Notwithstanding the other provisions of this section, the Board of Governors 
of the Federal Reserve System, upon the affirmative vote of not less than four of 
its members, in order to prevent injurious credit expansion or contraction, may 
by regulation change the requirements as to reserves to be maintained against 
demand or time deposits or both (1) by member banks in central reserve cities 
or (2) by member banks in reserve cities or (3) by member banks not in reserve 
or central reserve cities or (4) by all member banks; but the amount of the 
reserves required to be maintained by any such member bank as a result of any 
such change shall not be less than the amount of the reserves required by law 
to be maintained by such bank [on the date of enactmert of the Banking Act of 
1935] nor more than twice such amount. 


* * x * * * * 
Mr. Brown. Mr. Balderston, I want to congratulate you on your 
splendid statement. 


I understand the staff of the Federal Reserve Board has prepared 
a helpful memorandum of background material for each member of 
the committee. Without objection, the memorandum will be inserted 
in the record at this point. 


39404—59——2 
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(The data referred to above is as follows :) 


PROPOSED LEGISLATION FOR REVISION OF RESERVE 
REQUIREMENTS 


January 29, 1959, (some tables revised as of March 20, 1959) 


Prepared by the staff of the Board of Governors of the Federal Reserve 
System 


Bills have been introduced into Congress to make three changes in existing law 
concerning reserve requirements of member banks. The Board of Governors 
of the Federal Reserve System favors these proposed changes. The proposed 
amendments would— 

(1) Authorize the Board to permit member banks to include in their 
required reserves all or part of their vault cash holdings, in addition to 
balances with Federal Reserve banks. 

(2) Authorize the Board to set the reserve requirements for demand de- 
posits of central Reserve city banks within a range of 10 to 20 percent, 
instead of the present authorized range of 13 to 26 percent. (For other 
classes of deposits at member banks, the ranges within which the Board is 
authorized to fix the requirements would remain as at present.) 

(3) Make more flexible the Board’s authority to permit individual mem- 
ber banks in central Reserve or Reserve cities to carry reserves at the lower 
requirement level specified for Reserve city or for country banks. 

The relatively simple changes which this bill would make would not involve 
any radical change in the existing system of reserve requirements but would 
make possible the removal of some existing inequities and difficulties of adminis- 
tration and provide a means of effecting gradually a better structure of reserve 
requirements, adaptable to meeting over the foreseeable future the prospective 
monetary and cerdit needs of a growing economy. 

This report discusses some of the background considerations that are relevant 
to these proposals. It first outlines the present structure and basis of reserve 
requirements, and then explains their purpose. The considerations that deter- 
mine the appropriate level of reserves and the functional bases for differentials 
in requirements by type of deposit and by class of bank are also reviewed. It 
then discusses the respects in which the present structure seems unsatisfactory 
and the reasons for the proposed changes. Finally, appendixes give brief 
histories of changes in the structure of reserve requirements and in the designa- 
tion of central Reserve and Reserve cities, describe the administrative require- 
ments for computing and reporting required reserves, and present a detailed 
analysis of changes in the law that would be made by the proposed bill. 

Purposes and possible effects of the present proposals and reasons why no fur- 
ther changes in law are being proposed are first briefly summarized. 


VAULT CASH AS RESERVES 


The counting of vault cash as reserves would correct a generally recognized 
inequity that now exists because many banks find it necessary for operating pur- 
poses to hold larger amounts of vault cash than do other banks. Since vault cash 
holdings and reserve balances at the Reserve banks are interchangeable and 
both have the same effect in limiting the volume of credit that a bank can extend, 
it is logical and proper that both be counted as reserves. Counting of vault cash 
as reserves would also have collateral advantages; it would reduce the costs of 
transporting and handling currency and also facilitate the holding by member 
banks of larger stocks of currency that would be available over widely dispersed 
areas for use in the event of a national emergency. 

Such a provision would make possible the release of over $2 billion of reserves 
for all member banks, unless offset by other action. Country banks as a group 
hold about $1.3 billion of vault cash, amounting to about 3.5 percent of their net 
demand deposits. Reserve city banks as a group have vault cash holdings 
averaging about 1.7 percent, and central Reserve city banks as a group hold 
less than 1 percent of their net demand deposits in vault cash. Thus, while the 
amounts tied up by reserve requirements on demand deposits alone currently are 
11 percent for country banks, 16% for Reserve city banks, and 18 for central 
Reserve city banks, the percentage of net demand deposits tied up by these 
requirements and cash holdings—taken in combination—is quite different: 
nearly 15 percent for country banks on the average, over 18 for Reserve city 
banks, and nearly 19 for central Reserve city banks. 
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To some extent the existing differentials in requirements against demand 
deposits may be said to compensate for differences in vault cash needs, but not 
completely or equitably as to individual banks. To count vault cash as reserves 
without other action thus would have the effect of widening and distorting exist- 
ing differentials in reserve requirements as between classes of banks. The group 
that already has the lowest requirements would receive the greatest reduction 
in reserve needs. It should be emphasized, however, that the ratios vary con- 
siderably among individual banks within each group and aiso vary from time 
to time for any single bank, because of fluctuations in vault cash holdings. The 
change proposed would make it possible to remove these inequities. 

Counting of vault cash as reserves would also add greatly to the total supply 
of reserves. In order, therefore, to avoid sudden large additions to the supply 
of reserves and distortions of long-established competitive relationships, these 
changes may have to be put into effect gradually and probably be accompanied 
by partly offsetting adjustments in the reserve requirement percentages and 
in the available supply of reserves. 


LOWER RANGE OF REQUIREMENTS FOR CENTRAL RESERVE CITY BANKS 


Under the persent law, the Board has legal authority to alter differentials in 
requirements as between the broad classifications of member banks by reclassi- 
fying cities or by abolishing classifications, as well as by changing requirements. 
By using this authority, distinctions between classes of banks may be gradually 
reduced. If vault cash holdings are permitted to be counted as reserves, the 
effect would be to lower the amount of balances that banks would have to carry 
with the Reserve bank. The reduction would be substantial for country banks, 
where vault cash holdings are relatively large, and would be appreciable for 
many Reserve city banks. Consequently the bill would make no change in the 
permissible limits of percentage requirements as now stated in the law for these 
two classes of banks—7 to 14 percent and 10 to 20 percent, respectively, against 
net demand deposits. 

It is proposed, however, that permissible requirements for central Reserve 
city banks be lowered to the 10 to 20 percent range authorized for Reserve city 
banks. A maximum requirement of 20 percent against net demand deposits for 
any bank or class of banks is probably adequate for any purpose under present 
or prospective conditions. This amendment would retain authority for keeping 
three classes of banks with differential requirements against demand deposits, 
in recognition of fundamental differences in the character of demand deposits 
held, and it would be possible to retain higher requirements for central Reserve 
city banks than for Reserve city banks. The amendment, however, would narrow 
the maximum differentials possible between central Reserve city banks and 
other classes of banks and permit a greater narrowing of differentials at a lower 
level of requirements than might be possible under present law. 


RELIEF FOR INDIVIDUAL BANKS 


Under existing law individual member banks in a central Reserve or Reserve 
cities can be permitted to carry lower requirements if they are located in the 
outlying districts of such cities. This provision permits the Board to alleviate 
inequities which arise when banks located in such outlying districts are pre- 
dominantly engaged in business that is similar to that of banks with a lower 
reserve classification. It does not, however, permit the Board to bring equiv- 
alent relief to similar banks located in the central districts of Reserve and 
central Reserve cities. 

The amendment proposed would permit adoption of more rational criteria for 
exempting individual banks than can be used under existing law and thereby 
make possible elimination of some existing inequities. This amendment would 
strike out of the law the provisos applicable to outlying districts and authorize 
the Board to grant permission for reduced reserves when deemed reasonable 
and appropriate in view of the “character of business” transacted by the mem- 
ber bank involved. Such permission can be granted either in individual cases 
(as has been the practice under present law) or under regulations to be pre- 
scribed by the Board. 

As under present law, the amendment would make it possible for the Board 
to permit a member bank in a Reserve city to carry the lower reserves specified 
at the time for country banks rather than that fixed for Reserve city banks; 
and, similarly, a member bank in a central Reserve city could be permitted to 
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carry the lower reserves specified at the time either for Reserve city banks or 
country banks. The amendment would not authorize the Board to permit any 
member bank in such cities to carry reduced reserves equal to some percentage 
other than one prescribed by the Board for one of the designated classes of banks. 

Again as under present law, the amendment would not authorize the Board 
to increase the percentages of reserves required to be maintained by individual 
member banks above those specified by law for the reserve class to which that 
city has been assigned. The Board would, however, retain the authority which 
it now has under the law to designate new Reserve cities or new central Reserve 
cities and thereby increase the reserve requirements of all member banks in 
such cities, except such banks as may be specifically permitted to carry the lower 
requirements of another class. 

‘the proposed amendment would omit from law the present requirement that 
permission for reduced reserves may be granted by the Board only upon affirma- 
tive vote of five of its members. The action could be taken on the affirmative 
vote of a majority of a quorum of the Board. 


TIME DEPOSIT REQUIREMENTS 


No change is recommended in permissible requirements against time deposits 
from the present range of 3 to 6 percent. These deposits include both savings 
deposits and other types of time accounts. In providing for differentials in re- 
quirements between demand and time deposits, the law gives recognition to the 
general proposition that savings deposits in banks do not need to have as high 
requirements as demand deposits, which comprise the most active elements of 
the money supply. 

Unduly wide differeices between requirements against time and demand 
deposits, however, encourage the shifting into time deposits of funds that may 
not be true savings and may be subject to withdrawal on short notice. Any such 
shift of funds from demand to time deposits has the effect of releasing reserves 
and permitting further credit expansion without a siguificant change in the 
attitude of depositors with respect to their holdings and use of money. Require- 
ments against time deposits should not be so low as to encourage shifts of this 
nature. 

Time deposits, moreover, perform some monetary functions, particularly as a 
store of value, and play a part in the process of credit expansion. Hence it is 
appropriate that banks be required to hold some minimum amount of reserves 
against them and also that there be a permissible range of variation within 
which the Board could alter the requirements as conditions might warrant. The 
present level and range are about as small as would be warranted. 


BASIS FOR CONTINUATION OF DIFFERENT REQUIREMENTS 


Proposed amendments to the law relating to reserve requirements do not in- 
clude a mandate or objective, which has been suggested by some, that classes 
of banks eventually be abolished and uniform requirements against demand de- 
posits be established. Under the changes proposed, it would be possible to estab- 
lish uniform requirements at some level for all banks. The desirability of such 
action, however, is questionable on the basis of principle as well as because of 
practical difficulties in attaining uniformity. 

The principle governing reserve requirements is that their purpose is primarily 
to serve as an instrument for the effectuation of monetary policy in regulating 
the availability of credit and the supply of money so as to contribute to the 
maintenance of stable economic growth. The infiuence of the money supply 
upon economic activity is determined by the use that is made of money and not 
by its volume alone. Consequently reserve requirements should, and in fact do, 
take into consideration variations in the use of money. This is done by differ- 
entials in requirements against demand and time deposits and against demand 
deposits in different classes of banks. Available information shows that there 
are wide differences in the turnover of deposits among banks. These differences 
may provide a rational basis for classification. 

Application of these distinctions in establishing reserve differentials means 
that the distribution of the appropriate total volume among banks is based to 
some degree upon the varying degrees of contribution to economic activity made 
by the deposits of the different classes of banks. Abandonment of this prin- 
ciple, which is implicit in the existing structure of requirements, might impair 
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the effectiveness of monetary policies and increase rather than reduce in- 
equities among banks. 

Large banks in financial centers, which hold the bulk of the more active 
balances of businesses and investment institutions, are in a better position to 
put available funds to use more actively and promptly in the central money 
markets than are smaller banks or those located elsewhere. These banks, there- 
fore, not only engage in types of business that justify higher reserve require- 
ments, but also are in a position to employ available funds in liquid assets that 
provide earnings to the banks and supply credit to the market. 

The practical objections to an approach to uniformity may be briefly stated. It 
would necessitate such large reductions in requirements for city banks that the 
total reserves released might be much greater than would be appropriate for 
purposes of monetary policy. Any substantial offset to these reductions by 
raising requirements for country banks might involve severe and damaging 
adjustments. The process could unduly upset long-established competitive rela- 
prea and cause undesirable disturbances to credit markets and institutional 
customs. 


CONSIDERATIONS DETERMINING GENERAL LEVEL OF REQUIREMENTS 


The principal function of reserve requirements, it is now generally recognized, 
is to serve as an instrument for regulating the ability of banks to expand 
credit and add to the available supply of money. Under existing law, Federal 
Reserve policies and actions may influence both the available supply of re- 
serves and the amount of reserves required to be held. The desirable ultimate 
level of reserve requirements need be no higher than essential for purposes of 
monetary policy. Yet requirements should not be so low as to raise questions 
about liquidity or safety in the asset structure of banks. Nor should they be so 
high as to interfere unduly with the earning capacity of banks and their ability 
to perform essential functions. 

For purposes of monetary policy, reserve requirements of member banks do 
not need to be as high as they have been in recent years. Federal Reserve hold- 
ings of Government securities are large enough so that they could be reduced 
to absorb a substantial amount of reserves released, without impairing the 
ability of the System to perform its essential functions. Requirements, more- 
over, may be lowered in the course of time to release reserves needed to cover 
growing monetary needs of the economy. Some reduction in requirements could 
help improve the earnings and capital positions of member banks without im- 
pairing their liquidity or soundness. Any drastic reduction in requirements, 
however, either at present or in the foreseeable future, would endanger the 
potential effectiveness of monetary policies. Decreases in requirements once 
made are difficult to retract because an increase in requirements might neces- 
sitate undesirable credit liquidation. 

What level of requirements may be desirable and appropriate for monetary 
policy purposes in the future is not possible to predict because of unforeseeable 
emergency situations, uncertainties as to future long-term expansion in mone- 
tary needs, and the international financial position of this country. Any changes 
in the general level of reserve requirements must be made only gradually and 
in relatively small steps in order to avoid undesirable disturbances to credit 
markets, conflicts with appropriate monetary policies, and undue upsets to long- 
established competitive relationships and banking practices. In order to pro- 
vide for future contingencies, flexible authority to vary requirements over a 
fairly wide range needs to be retained. 


OTHER PROPOSALS 


The Board has given consideration to the careful and comprehensive study of 
the problem of reserve requirements and the proposals for changes made by the 
Economic Policy Commission of the American Bankers Association and also to 
other plans for fundamental revisions in the reserve requirement structure. The 
Board has concluded, however, that far-reaching changes in the law are not nec- 
essary. In particular the Board should not be under a mandate to reach some 
particular level of requirements at any time in the future. With the amend- 
ments proposed, along with other provisions of existing law, the Board would 
have adequate authority to make any changes in the structure and level of re- 
serve requirements that are likely to be appropriate under present or foreseeable 
conditions. 
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Legislative authority with respect to both the level and structure of reserve 
requirements for member banks should be sufficiently flexible to enable adjust- 
ments to be made in a manner, in amounts, and at times that are consistent with 
the aims of monetary policy, with the international financial position of the 
country, and with the maintenance of a sound and effectively functioning bank- 
ing system. Existing law with the amendments proposed would permit moving 
gradually toward a more equitable and rational structure of reserve require- 
ments and toward making, in the course of time, any changes in the level of 
reserve requirements, consistent with appropriate monetary policiy and sound 
banking practices, that may be needed to meet the monetary and credit needs of 
a growing economy. 


MEMBER BANK RESERVE REQUIREMENTS 


CHAPTER 1, ExISTING STRUCTURE OF RESERVE REQUIREMENTS 


Under the Federal Reserve Act, a member bank must maintain with its Fed- 
eral Reserve Bank as a reserve balance a certain proportion of its deposits. 
This proportion varies according to the class of the deposit and according to 
whether the bank is located in a central Reserve city, Reserve city, or elsewhere. 
Banks in the third group are commonly called country banks. There are at 
present two central Reserve cities and 49 Reserve cities. The 6,331 member 
banks (as of Sept. 24, 1958) include 32 central Reserve city banks, 274 
Reserve city banks, and 6,007 country banks. A brief history of changes in the 
structure of reserve requirements under the Federal Reserve Act is given in 
appendix A, an account of changes in the designation of cities as to reserve 
classes is given in appendix B, and details as to method of computing current 
requirements for individual banks are described in appendix C. 


PERCENTAGES REQUIRED 


The basic or minimum reserve requirements prescribed by law, as amended 
in 1917, are 3 percent on time deposits for all member banks; and on net de- 
mand deposits, 13 percent for banks in central Reserve cities, 10 percent for 
banks in Reserve cities, and 7 percent for other member banks. Since 1933 the 
Board of Governors has had authority to vary the requirement percentages, and 
table 1 shows the requirements that have been in effect since 1917. The maxi- 
mum requirements permissible under the law are exactly double the minimum 
requirements, or 6 percent on time deposits for all member banks; and on net 
demand deposits, 26 percent for banks in central Reserve cities, 20 percent for 
banks in Reserve cities, and 14 percent for other member banks. Since April 
24, 1958, the currently effective reserve requirements have been as follows: 5 
percent of time deposits for all member banks; and on net demand deposits, 18 
percent for banks in central Reserve cities, 1644 percent for banks in Reserve 
cities, and 11 percent for other member banks. 
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[Percent of deposits] 
Net demand deposits ! Time deposits 
Effective date of change Central Central Re- 
Reserve Reserve Country serve and Country 
city banks | city banks banks Reserve banks 
city banks 
pelr—Jane 31... ...............--.. 13 10 z 3 3 
Mne—Atig, 96:.......2......-.... 19 15 10% 4% 414 
i ee ae eee 2234 17% 12% 54% 5% 
tena 26 20 14 6 6 
SEE, Mego cabtanaseesvenecu 2234 17% 12 5 5 
Sf er 26 20 14 6 6 
1942—Aug. 20...._- ‘ 3 Gy Sane nies) tessa EE ee es oS Le ES ee 
oh” Ee ee TD. Niinctdakiiesd nctwcbod dewaeens Gadlited de darnnhs daa emaoanc espe 
. {er Se) SS SE Re eS Se: FR EL ER 
1948—Feb. 27..._..-- re é =e RE SRE EE EP Se) SAS Se) ae eS he a 
June 11. * 24 SiisbRigine nae aha hinies Sa es, CO As as ane 
Sept. 16, 24 2...____ 26 22 16 7% 7% 
1949—May 1, 5 2___.._---.-_____- 24 21 15 7 7 
June 30, July 1 %........... ca 20 14 6 6 
Aug. 1, 11 ?____- S25 kale 23% 19% 13 5 |. hatin 
EE RE Sina daicnesns cc 23 19 , YS ae eee nee 
WO hd Fen criSinnc 221% WINN ekg town chtl « scadoos btuce |g ose 
ke 22 | gt Se Ss Ce ae ee ee 
oe a a 23 19 13 6 
rh SE 24 20 BE Marcio sins ae snc area ae Ree ae 
mee —suly 1, 02... ....-..-..... 22 19 CS) See eS ahaa, Moat et ta 
1954—June 16, 24 ?_........_____- Le ERR ered ee See ieee ee 5 5 
July 29, Aug. 1 2_____. 20 18 me ha. 3 en ees, eS en 
1958—Feb. 27, Mar. 1 ?..... aie: 19% 17% REO ESS HET TEAS Res. 
ee oe 5 19 17 SG RRR SEE Fee he Re 
cS) ae i ie oS eS EER Ce es Si sein REC ae: 
2 ae 18 | | a EP SETI eS ES 
In effect May 1, 1958___..____--- 18 16% 11 5 5 
Statutory requirements: 
PIONS 2. nc andgdcctiensnis 13 10 7 3 3 
SS See ee 26 20 14 6 6 

















1 Demand deposits subject to reserve requirements which, beginning Aug. 28, 1935, have been total demand 
deposits minus cash items in process of collection and demand balances due from domestic banks (also minus 
war loan and series E bond accounts during the period Apr. 13, 1943-June 30, 1947). 

4 Ist-of-month or midmonth dates are changes at country banks, and other dates (usually Thursday) are 
at central Reserve or Reserve city banks. 


Net demand deposits are defined by law and regulation of the Board as total 
demand deposits less the total of cash items in process of collection and demand 


balances due from domestic banks. 


Time deposits for reserve purposes are total 


time deposits, including time certificates of deposits, time deposits open account, 


savings deposits, etc. 


The deduction of cash items and of balances with other 


banks from gross demand deposits avoids double counting of deposits for reserve 


purposes. 


In effect the banks which hold claims payable on other banks that 


are in process of collection or payable on demand are relieved of carrying re- 
serves against a corresponding amount of deposits, but reserves are required of 


the banks owing those claims. 


Table 2 shows for each class of bank the amount 


of demand and time deposits, the items deducted, and the total required reserves 
as computed on the basis of amounts for the last half of November 1958 and 
the percentages then effective. 
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TABLE 2.—Computed required reserves of member banks, by class of bank, 1st 
half of February 1959 


[In millions of dollars] 


























Central Reserve city 
All banks Reserve Country 
member cit banks 
banks banks 

New York| Chicago 
Gross demand deposits............------.- 121, 898 24, 126 6, 219 47,905 43, 648 
Less: Total deductions.................... 17, 589 3, 467 772 7, 405 5, 945 
Balances due from banks_............. 6. 484 71 104 2, 036 4, 273 
Items in process of collection........... 11, 105 3, 396 668 5, 369 1, 673 
Net demand deposits_..........-....--.... 104, 310 20, 659 5, 447 40, 501 37, 703 
PN Spe A 53, 575 5, 209 1, 437 21, 649 25, 280 
Required reserves, total. ............-----. 18, 208 3, 979 1, 052 7, 765 5, 411 
On net demand deposits !___........... 15, 529 3, 719 980 6, 683 4, 147 
On time deposits at 5 percent_......._. 2, 678 260 72 1, 082 1, 264 























1 At 18, 16}4, and 11 percent for central Reserve city, Reserve city, and country banks, respectively. 
RESERVE CLASSES 


The classification of cities as Reserve or central Reserve cities may be changed 
upon action by the Board of Governors, and a number of changes have been 
made during the history of the System. An account of these changes and a 
discussion of the basis for classifications is given in appendix B. Chapter 4 con- 
tains a discussion of the principles that may be said to underly the classification 
of banks for reserve purposes. 

If located in an outlying district of a Reserve city, a member bank may, upon 
approval of five members of the Board of Governors, have its reserve require- 
ments reduced to those specified for country banks and, if located in an outlying 
district of a central Reserve city, may have its reserve requirements reduced to 
those specified for Reserve city or country banks. 

On December 31, 1958, a total of 149 member banks in central Reserve and Re- 
serve cities had permission to carry reduced reserves, while 251 member banks 
were required to maintain the normal reserve requirements applicable to central 
Reserve or Reserve city banks in the cities in which they are located. Of the 
149 banks with permission to carry reduced reserves, 63 were located in the two 
central Reserve cities. These include seven in Manhattan Borough of New York 
City, but outside the financial section, with permission to observe the require- 
ments applicable to Reserve city banks; eight in other boroughs of New York 
City, with permission to observe the requirements applicable to country banks; 
and 48 in Chicago with permission to observe the requirements applicable to 
Reserve city banks. The other 86 banks permitted to carry lower requirements 
are located in 24 Reserve cities and have permission to carry country bank re- 
quirements. A member bank with its head office or a branch located in a Reserve 
city must observe the Reserve city requirements for all of its offices regardless 
of location; hence a substantial amount of deposits held in banking offices out- 
side Reserve cities must carry higher requirements than those in other banks 
in the same localities. 

COMPUTATION OF REQUIREMENTS 


Central Reserve city and Reserve city banks compute their required reserves 
on the basis of average daily net deposit balances covering weekly periods, end- 
ing as of the close of business each Wednesday. For country member banks, 
semimonthly periods are used. To avoid deficiencies, the average reserve balance 
actually carried with the Reserve banks must be at least equal to the required 
percentage of the average daily deposits during the computation period. Thus, 
a bank may have less than the required reserve on some days, without incurring 
penalties, if it has correspondingly more than required on other days. Penalties 


are assessed for deficiencies in a bank’s average reserves for a reserve period, 
as prescribed by the Board of Governors of the Federal Reserve System. Ap- 
pendix C describes the method of reporting and computing required reserves and 
the procedure for assessing deficiencies. 
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VAULT CASH HOLDINGS 


In addition to reserve balances with Federal Reserve banks, which satisfy re- 
serve requirements, and to cash items in process of collection and balances with 
other banks, which are deducted from deposits in computing required reserves, 
banks also hold certain amounts of currency and coin for which no reserve al- 
lowance is permitted under existing law. These holdings of cash are similar to 
reserve balances in that they have not been used for the extension of credit, and, 
to the extent that cash holdings represent minimum amounts that banks feel 
obliged to keep for working purposes, they have effects similar to required re- 
serves in limiting credit expansion. Banks generally follow the practice of hold- 
ing no more cash than necessary, particularly because to obtain cash banks must 
draw upon their reserve balances, and excess cash holdings in turn may be 
exchanged for reserve balances. Since currency may be issued by the Reserve 
banks in the form of Federal Reserve notes or obtained from the Treasury in 
exchange for a deposit balance, these items are also interchangeable as liabilities 
of the Reserve banks. The total of vault cash and required reserves thus may 
be said to represent the effective reserve needs of a bank or group of banks. 

As shown in table 3, vault cash holdings in the last half of November 1958 
averaged 2.1 percent of net demand deposits for all member banks. Vault cash 
holdings generally amount in the aggregate to 3.5 percent or more of net demand 
deposits at country banks, but to less than 2 percent at Reserve city banks and 
about 0.7 percent at central Reserve city banks. They amount to about a fourth 
of total required reserves at country banks as a group, but to less than a tenth 
of those for Reserve city banks and to only 3 percent of required reserves at 
central Reserve city banks. 


TABLE 3.—Cash in vault of member banks by class of bank, 1st half of February 











1959 
Ratios (percent) vault Ratios of 
cash to vault cash 2 
Amounts plus 
(in millions required 
of dollars) Total Net demand | reserves to 
required deposits net demand 
reserves ! deposits 
SR RR ER ee a ae 2, 039 11.2 OD Biccths bated 
Central Reserve city banks: 
Sd, SR EIYCR AS hoa by Care eee ee 130 3.3 .6 18.6 
ER sk ahhieudnen} omits Ss indie ReAi ila mm de 30 2.9 .6 18.6 
ok gS al ie Sr aes ee 645 8.3 1.6 18.1 
Spoumtey DONKS...6....0-.508cscecdeceecctl lek. 1, 234 22.8 3.3 14.3 

















1 Including requirements of 5 percent against time deposits. 
* Not including requirements against time deposits. 


If these vault cash holdings are added to the reserve percentages that are 
required against demand deposits, the total effective reserve needs against net 
demand deposits average nearly 15 percent at country banks as a group, over 18 
percent at Reserve city banks, and nearly 19 percent at central Reserve city 
banks. On this basis the differentials between reserve needs of the various 
classes of banks are somewhat less than are indicated by the percentages for 
reserve balances required to be held at the Federal Reserve banks. 

Vault cash holdings also vary considerably among individual banks within each 
class, depending upon operating needs and practices, and they also vary some- 
what at different times. These differences are discussed more fully in chapter 5. 
Hence, counting vault cash, total effective reserves now vary greatly among in- 
dividual banks, even in the same reserve class. If vault cash were permitted to 
Satisfy reserve requirements, total requirements would be the same for every 
bank in a class, while the proportionate amounts carried on balance with Reserve 
banks or as vault cash would vary. 


CHAPTER 2. PURPOSES OF RESERVE REQUIREMENTS 


It has come to be generally recognized that the main purpose of reserve 
requirements is that of providing a fulerum for use in effectuating monetary 
policy. Reserve requirements, along with control over the supply of reserves, 
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serve as an essential instrument for regulating the ability of banks to expand 
credit and add to the available supply of money. Banks with excess reserves can 
expand credit; those with persistent deficiencies in reserves must contract their 
holdings of other assets. Under existing laws Federal Reserve policies may in- 
fluence the availability of reserves—through discount policy decisions and open- 
market operations—-and also may, within limits, fix the amount of reserves that 
banks must hold—through changes in reserve requirements. 

While effectuation of monetary policy was not fully recognized as the purpose 
of reserve requirements when the Federal Reserve System was founded, it may 
how be regarded as the principal purpose. It is the major consideration in 
determining the level of reserve requirements and may also be considered as a 
factor in establishing differences in requirements for different types of deposits 
and classes of banks. 

Reserve requirements for commercial banks also serve other functions which, 
though secondary to the monetary regulator purpose, may at times and under 
some conditions be important. One of these considerations is the mobilizing and 
maintenance of basic gold reserves adequate for international purposes—a rela- 
tively unimportant function in this country since 1917. Another is the relation 
to liquidity and solvency of individual banks. 


FULCRUM FOR MONETARY REGULATION 


The Federal Reserve System’s principal means of putting its monetary policies 
into effect is through its ability to affect the relationship between the amount 
of reserves actually held by the banking system and the total amount of reserves 
that member banks are required to hold. The availability of reserves and the 
requirement ratios together determine the potential amount of credit and money 
that the banking system can provide. Reserve requirements thus play an essen- 
tial part in making the system of monetary regulation effective. 

In general, when the amount of reserves available to banks is increased in 
relation to the amounts that member banks are required to hold, banks have 
additional funds to lend or invest. Banks become more interested in expanding 
their outstanding credit, either through making new loans or through buying 
securities, and there is a tendency for interest rates to decline, or if demands are 
strong, rates do not rise as much as they would in the absence of additional 
lending power. Conversely, if available reserves are limited in relation to the 
banks’ requirements or desires for reserves, the effect on the money market is 
restrictive. In order to maintain their reserve positions or to expand loans banks 
find it necessary either to liquidate other assets or to borrow increased amounts 
at the Reserve banks. Bank credit and monetary expansion is restrained, credit 
conditions generally are tighter, and interest rates tend to rise.’ 

Under a fractional reserve system, changes in the supply of reserves have a 
multiple effect upon the volume of bank credit and the money supply. An indi- 
vidual bank owning reserves in excess of requirements may lend or invest only 
the amount of excess, but when the funds thus loaned or invested are depsosited 
by the recipient in the same or some other bank, only a fraction of them has to 
be held by the bank as required reserves against the deposit, and the remainder 
may again be loaned or invested. In this manner the banking system may 
eventually build up a total volume of credit equal to many times the supply of 
reserves available. This multiple depends on the reserve requirement per- 
centages and the distribution of deposits among banks and types of deposits with 
different requirements.’ 

Under present requirements and the existing distribution of deposits by types 
and by classes of cities, required reserves amount to a little less than 12 percent 
of the total of net demand and time deposits of member banks. This does not 


1It is essential to recognize that to some extent changes in interest rates affect the 
strength of demands for credit and the supply of savings available for lending outside the 
banking system. Interest rate changes, accordingly, reenforce the effects of changes in 
reserve availability in stabilizing the economy. It is, moreover, not possible for monetary 
policies to maintain any fixed level of interest rates in face of variations in credit demands 
a impairing control over the quantity of reserves and contributing to inflation or 

eflation. 

2 An individual bank can, by its own action, expand a given addition to its reserves by 
a multiple of that addition only if the deposits thus created all remain in the lerding 
bank—an unrealistic assumption. Moreover, most additions to reserves of individual banks 
represent losses of reserves to other banks, and expansion of credit by one is offset by 
contraction on the part of other banks. Multiple expansion results only from additions to 
the total supply of reserves and is effected through the banking system as a whole. 
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mean, however, that every additional dollar of reserves would result in an expan- 
sion of over $8 in deposits. Allowance has to be made for the likelihood that 
some of the additional funds made available would be held in the form of cur- 
rency, which would exert a 1-to-1 drain on reserves and reduce the potential 
credit expansion. Moreover, the distribution of additional deposits may not 
conform to the existing pattern of distribution among member banks, and also 
some of the deposits would probably lodge in nonmember banks and thus only 
remotely affect reserve needs for member banks. Assuming that any expansion 
conformed to the existing pattern of distribution of currency and the different 
types of deposits, the potential expansion ratio for all commercial banks would 
be less than 5 to 1. If there were no expansion in currency, the ratio would be 
much greater. 

Within this general framework, there are three main kinds of actions by which 
the Federal Reserve System can influence monetary conditions. The total supply 
of reserves available to member banks can be increased at the initiative of Fed- 
eral Reserve authorities through buying Government securities in the open 
market. Thesupply could also be increased at the initiative of the member banks 
through borrowing from the Federal Reserve banks but, generally speaking, 
banks are reluctant to borrow for extended periods, and are constrained to limit 
credit extensions when they are borrowing. The willingness of banks to borrow 
can be influenced by changes in the Federal Reserve discount rate. Third, by 
reducing the requirement percentages, the Board of Governors can release exist- 
ing reserves for use in expanding credit or reducing borrowings at the Reserve 
banks. Conversely, through Federal Reserve sales of securities or through in- 
creases in discount rates or in reserve requirements, reserve availability can be 
lessened and credit restraint imposed or tightened. 

However, even though the Federal Reserve acts to affect the reserve positions 
of the commercial banks, this may not affect their credit decisions if the banks’ 
available reserves remain far in excess of the requirements and demands for 
credit are inadequate to utilize all available funds. This was the case, for ex- 
ample, during most of the period from 1934 to 1942, when banks held large 
amounts of excess reserves. 

The supply and need for reserves are also affected by other factors than Federal 
Reserve holdings of securities or member bank borrowings or changes in reserve 
requirements. These are discussed in the next chapter, which deals with factors 
that affect the level of reserves. Federal Reserve operations have to be con- 
ducted with a view to these other influences, which at times may be of consider- 
able importance. 

RELATION TO BASIC GOLD RESERVES 


One function that bank reserve requirements may perform is to assist in the 
mobilizing and maintenance of the gold reserves of the country. In a broad 
sense, the potential for credit expansion of a nation as a whole may be 
limited by its supply of international reserves, primarily gold, because overex- 
pansion would lead to an unfavorable trade balance or to an outflow of funds re- 
sulting in a loss of gold. The protection of gold reserves has often been the 
principal focus of monetary policy in many countries, particularly those with a 
large volume of foreign trade relative to domestic trade or with active inter- 
national financial markets. In the United States, however, it has generally not 
been a major consideration since the early days of the Federal Reserve System. 
In 1917, when gold could be held by the public in general and could also serve as 
bank reserves, action was taken to encourage the mobilization of gold within the 
Federal Reserve banks. One of these actions was to repeal the provision of law 
that permitted banks to count cash in vault as required reserves. In 1933 
prohibition upon the public’s holding of gold completed the mobilization of the 
gold stock in the Treasury. 

At present the basic gold reserve of the United States is held by the Treasury, 
but the Federal Reserve banks possess a direct claim upon that gold in the form 
of gold certificate credits, which can be exercised to meet international payments 
and which serve as the basic reserves of the Federal Reserve banks against their 
note and deposit liabilities. More remotely, banks, businesses, and individuals 
may also through their actions in international trade and finance influence the 
country’s gold supply. Changes in the supply of gold have a direct effect upon 
the availability of bank reserves. Indirectly, moreover, the level of bank reserve 
requirements influences the ability of banks to enter into commitments that may 
have an effect upon the country’s gold stock. 
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In view of the large stock of gold held by the United States during the past 
40 years, protection of gold reserves has not been an important consideration, 
Only in 1920 and for a brief period in 1933, were the gold reserve ratios of the 
Federal Reserve banks near their statutory minimums of 35 percent against de- 
posits and 40 percent against Federal Reserve notes. In 1920, while this threat 
provided a reason for adopting restrictive policies, there were other more com- 
pelling reasons for imposing restraints on credit expansion. In 1931-33, large 
scale withdrawals of deposits from banks in the form of currency necessitated a 
substantial increase in issuance of Federal Reserve notes and, together with an 
outflow of gold early in 1933, brought about a decline in the reserve ratio of the 
Reserve banks to close to the legal minimum. These developments were checked 
by other more appropriate means than a restrictive credit policy. In the Second 
World War the law was amended to fix a uniform minimum gold-certificate re- 
serve for the Reserve banks at 25 percent. Since that time the actual ratio for 
the system as a whole has continued well above 40 percent. 

Because gold is now used primarily as an international means of payment, the 
adequacy of a country’s gold stock is measured not so much by its relation to the 
domestic money supply as by the international financial position of the country 
as reflected in the balance of payments, in outstanding liabilities to and claims of 
foreigners, and in possible variations in these factors. The growing dollar assets 
of foreigners in this country represent potential claims in deposits and reserves 
that need to be taken into consideration in appraising the adequacy of reserves. 
Since this country serves as an important center for holding reserves of other 
countries, maintained in the form of liquid assets payable in dollars, it should 
maintain gold reserves adequate to meet fluctuations in these balances. 

Member bank reserves are directly related to basic gold reserves because 
changes in the gold stock result in corresponding changes in member bank 
reserve balances. It has been customary for such effects on member bank 
reserves to be offset by Reserve bank credit to the extent appropriate for purposes 
of current monetary policy. Changes in reserve requirements may also serve the 
purpose of offsetting the effect of gold movements. Reserve requirements for 
commercial banks may serve the purpose of immobilizing any excessive supply 
of reserve assets that might result from a large stock of gold and that would 
otherwise provide the basis for an undue expansion of credit. Reductions in 
requirements may release impounded reserves to offset drains in case of an out- 
flow of gold. Such a reduction in member bank requirements would permit a 
decrease in balances at the Reserve banks and result in a decline in the requisite 
gold reserves of the Reserve banks, along with the decrease in the supply of gold 
reserves. 

RELATION TO BANK LIQUIDITY AND SOLVENCY 


Historically the original purpose for imposing reserve requirements on banks 
was to facilitate convertibility of bank note issues into specie. Subsequently the 
requirements were to protect convertibility of deposits into cash or balances with 
other banks. This purpose, though commonly viewed as to provide liquidity or 
safety, also in effect served to limit a bank’s ability to expand credit to some 
multiple of the cash or other reserve-eligible assets that the bank was able to 
retain. This limit on expansion in turn limited the potential claims that might 
be made against the bank’s liquid assets. 

The convertibility—or liquidity and safety—function has gradually come to 
be recognized as of minor significance compared with the credit-limitation fune- 
tion of reserve requirements. This is true not alone because of the great im- 
portance of the latter function in carrying out monetary policies. Although 
reserve requirements contribute in some degree to liquidity and solvency of 
banks, this contribution is a limited one. This is true partly because required re- 
serves are not available to meet deposit drains except to the extent of a small 
fraction of the drain. Liquidity must depend upon the holdings of other assets 
that are in cash form or can be readily converted into cash. Even in case of 
final liquidation, required reserves would cover only a fraction of total liabili- 
ties—though not a negligible one. Solvency depends more largely upon the real- 
izable value of other assets that comprise a larger portion of the total. 

The reserve requirements and the classification of cities established in the 
National Bank Act and carried over into the Federal Reserve Act were largely 
based on the liquidity concept of reserves. It was felt that banks holding bal- 
ances of correspondent banks that are subject to sudden withdrawal should 
carry larger reserves than were needed by banks with no such balances. The 
higher requirements related not to interbank deposits alone but to all deposits 
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held by banks classified as Reserve city banks. To some extent this was not 
unreasonable, since many of the nonbank deposits of these banks were relatively 
more volatile than most deposits in other banks. 

Required reserves, nevertheless, do contribute to some extent to liquidity and 
safety. A portion of them are released when deposits are withdrawn; reserve 
balances may be temporarily drawn upon to meet drains if replenished later in 
the reserve period; and these balances, which are free from the risks found in 
loans or investments, are available to cover liabilities in case a bank should 
close. Reserve requirements amounting to one-sixth or more of demand de- 
posits are not negligible elements of safety. Any substantial reduction in re- 
quirements would have some significance from the standpoint of safety and 
liquidity. 

Lower reserve requirements, by releasing banks’ funds for other uses, would 
make it possible for banks to increase their secondary reserves—that is, their 
holdings of short-term securities and similar assets that can be readily converted 
into cash in the market. Conversely, increased requirements in effect immo- 
bilize a larger portion of bank assets and might thereby cause a reduction in 
secondary reserves. The actual result of any change in requirements would 
depend on how banks adjust to such a change. In case of lowered requirements, 
it would depend upon whether banks put the funds released into liquid assets 
or into other more profitable but less liquid uses. If reserve requirements were 
lower, the quality of other assets would have relatively greater significance in 
appraising the soundness of a bank or its ability to meet potential decreases in 
deposits and reserves. Standards of performance observed by banks or by 
supervisory authorities would need to take into consideration such a change. 


CHAPTER 3. APPROPRIATE LEVEL OF RESERVE REQUIREMENTS 


In deciding what is an appropriate level of reserve requirements for purposes 
of monetary policy, a number of considerations are involved. It is necessary to 
consider whether requirements are adequate for the effectuation of appropriate 
monetary policies, for providing an adequate cushion of reserves against possible 
international claims, and for safeguarding the liquidity and solvency of banks. 
On the other hand, requirements should not be so high as to impose an excessive 
burden on banks or impair the ability of the banking system to meet essential 
credit needs of a growing economy. 

With respect to the effectuation of monetary policy, the most important basic 
proposition is that the supply of reserve assists available to banks and the 
amounts required to be held must approximately correspond. This means that 
determination of an appropriate level or possible range of reserve requirements 
must be based upon the composition of reserve-eligible assets and the possible 
long-term changes in the available supply of such assets. Also important to the 
effectuation of monetary policy is the ratio of requirements to deposits. In a 
fractional reserve system that ratio determines the leverage or the. potential 
expansibility of bank credit and the money supply on the basis of a given amount 
of reserves. 

COMPOSITIONS OF RESERVE-ELIGIBLE ASSETS 


Monetary policy many exert its influence on the volume of bank credit and 
the money supply, and explained in chapter 2, through exercising control over 
the volume of reserve assets that are available and through variations in the 
amount of reserves that banks are required to hold. The first consideration 
in determining an appropriate level of reserve requirements, therefore, is the 
amount of reserve assets that may be available or that can be controlled by 
the central bank. 

Reserve-eligible assets in the United States at present are confined to member 
bank balances with Federal Reserve banks. It is now suggested that vault cash 
holdings by banks should also be included, as they were prior to 1917. These 
assets possess characteristics that are essential for reserve purposes. In the 
first place they are limited in amount, and in the second place their aggregate 
amount available for reserve purposes is susceptible to control. Vault cash held 
by banks serves the same purpose as reserve balances because such cash needs 
reduce the amount of a bank’s deposits that it has available for lending. Fur- 
thermore, currency can be obtained only by drawing on reserve balances or 
through the use of Federal Reserve credit and in turn can be exchanged for such 
balances. Hence Federal Reserve control over che availability of reserve assets 
is not impaired by permitting cash holdings to be counted as reserves. Since 
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other assets that banks may acquire are not subject to limitation by the Fed- 
eral Reserve, they are not suitable as reserve assets. 


AVAILABILITY OF RESERVES 


The supply of reserve balances is almost wholly derived from gold, other cur- 
rency issued by the Treasury, and Federal Reserve credit, less amounts drawn 
out in currency. Other factors that affect the supply of reserves are generally 
of minor or temporary significance. The magnitudes of these principal factors 
in the reserve equation outstanding in November 1958 were as follows: 


Average daily figures for November 1958 
{In billions of dollars] 

















SOURCES USES 

Monetary gold stock__....------ 20.6} Currency in circulation______-_- 31.7 
Treasury currency__-..--------- 5.2] Other factors, net 2.8 

Federal Reserve credit, total__.. 27.2} Member bank reserve balances, 
—- A ETE PST TSS 18.5 
U.S. Government securities__ 25.7 Aachaoniacle 
Member bank borrowing... .5 mebnttines sa a oe 18. 0 
Pi ee ee ee 1.0 IN ald ie chica elieks ithaca 5 
ITER 5A SRL cen Ne 53. 0 Total_____ a 53. 0 





As long as the aggregate demands for currency and reserves, which currently 
total close to $50 billion, exceed the supply of gold and Treasury currency, which 
total less than $26 billion, the availability of reserves depends primarily upon the 
amount of Federal Reserve credit that is supplied. While an individual bank may 
obtain reserves or currency by shifting other assets to other banks in exchange, 
all banks as a group cannot add to or subtract from the supply of reserves except 
through borrowing from the Reserve banks or repaying such borrowings. The 
Federal Reserve can control the availability of reserves by buying or selling 
Government securities, or at least can by such sales make it necessary for banks 
to undergo the restraint of borrowing from the Reserve banks if they want to 
obtain additional reserves or currency. As explained in chapter 2, the need to 
borrow to obtain reserves exerts restraints on banks in their credit operations. 
Monetary policies can have an influence as long as reserve requirements are large 
enough to necessitate the use of Federal Reserve credit. 

There are fairly wide short-term variations in reserve and currency needs 
which account for the bulk of current Federal Reserve operations, but such varia- 
tions are generally temporary and move within a maximum range of $2 or $3 
billion in the course of a year. In considering any fundamental change in the 
level of reserve requirements, allowance must be made for longrun potentials. 
Once reserve requirements are reduced it is difficult to increase them again without 
forcing credit liquidation, except at times when banks have large excess reserves 
along with limited credit demands. The principal factor other than Federal 
Reserve credit that might affect the available supply of reserves is the movement 
of gold, which is discussed in the next section. 


EFFECT OF THE GOLD SUPPLY AND OF INTERNATIONAL LIABILITIES 


As explained in chapter 2, the maintenance of adequate reserves in gold or 
readily convertible foreign exchange to meet emergency drains is an important 
aim of central bank policies in many countries. Inflationary developments that 
stimulate consumption or investment at home or result in a rise of domestic 
prices relative to those abroad are likely to lead to a shift in the balance of in- 
ternational payments and a loss of reserves. Such developments often need to 
be combated by credit restraint and rising interest rates. 

Generally during the past 40 years in the United States, with its large gold 
reserves, with the relatively small importance of foreign to domestic trade, and 
with the dominance of domestic forces in its capital markets, monetary policies 
have been primarily concerned with internal developments. Gold movements 
have been of monetary significance primarily because of their effects on the avail- 
ability of reserves, and monetary policies have been directed either toward off- 
setting these effects or permitting them to occur as may be deemed appropriate 
on the basis of domestic considerations. 
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The Federal Reserve should be in a position to prevent any large increase in 
this country’s gold stock from unduly expanding the credit base. This can be 
done by selling securities from the Federal Reserve portfolio or by raising reserve 
requirements. In order to avoid the possible future need for increasing reserve 
requirements at a time that may be inappropriate on other grounds, the Federal 
Reserve portfolio of Government secuirties should be kept large enough so that 
a portion of it could be sold to absorb reserves supplied by any potential gold 
inflow and still leave an amount sufficient for current operating purposes. 

Over a period of a decade an inflow of gold of as much as $10 billion, while 
not probable, is not impossible. An increase of $15 billion occurred in 6 years, 
1935-40. In 1957 the country’s gold stock increased by over $800 million. Total 
gold reserves of foreign countries and international institutions (excluding 
U.S.S.R.) have increased from less than $10 billion a few years ago to over 
$17 billion, and the combined monetary gold stock of these countries and agencies 
and of the United States has grown at a rate of more than $500 million a year. 
Some part of the existing gold supply and of future additions might be used to 
cover payments to the United States for current or capital accounts and add to our 
gold stocks. 

Movements of gold and changes in bank reserves may be affected by changes 
in the volume of the country’s international liabilities, particularly those of a 
short-term nature. The building up of such balances may result in increasing 
bank deposits, bank reserves, and the gold stock in this country. Their with- 
drawal may exert a drain on deposits, reserves, and gold. The relation of these 
liabilities to the country’s monetary gold stock has a bearing upon potential 
changes in the volume of bank reserves. 

In addition to being prepared to offset a gold inflow, the banking system of 
this country should be kept in a position to meet a possible outflow of gold that 
might result from a drawing down of foreign balances or other capital move- 
ments out of this country. If reserve requirements have been kept high enough 
while the foreign balances are here, they could be more readily reduced if there 
should be a withdrawal of such funds that exerted a drain on reserves. One 
effect of a reduction in member bank requirements would be a decline in Federal 
Reserve bank deposit liabilities that would ameliorate the effect on Reserve 
bank reserve ratios of the accompanying loss of gold. 

Maintaining reserves against possible wide variations in international pay- 
ment balances has not been an important problem in the United States as it has 
been in many other countries. It might, however, become significant here at 
some time in the future in view of the growing role of dollar holdings as the 
basic reserves and liquid assets of many foreign countries. Possible expansion 
in American capital investment abroad or changes in the relative competitive 
position of American commerce and industry in world markets might also 
cause gold movements to assume a more significant role in monetary policy 
considerations. 


POTENTIAL CHANGES IN RESERVE NEEDS 


Over an extended period of time, a relatively steady growth may be expected 
in amounts of currency and bank deposits essential to cover the needs of a 
growing economy. The expansion of bank deposits would require, in turn, an 
expansion of reserves available to the banking system, unless there were a re- 
duction in reserve requirements in relation to deposits. Such a growth in cur- 
rency and reserve needs might be expected to exceed any likely additions to the 
supply of reserves resulting from increases in the country’s gold stock. In the 
past decade the growth in required reserves and currency combined has averaged 
about 3 percent a year, but part of this growth reflected demands incident to 
increases in the general price level. During the 1955-57 period there was little 
growth in reserve needs, as accelerated turnover of existing money supported 
the rise in economic activity and prices. In 1958 the money supply showed a 
renewed upsurge; reserves needed to cover this growth and also a decline in 
the country’s gold stock were supplied in part by reductions in reserve require- 
ments and in part by an increase in Federal Reserve holdings of U.S. Government 
securities. 

The potential amount of any future growth is largely a matter of conjecture, 
especially because of the possibilities for economies in the amounts of bank 
deposits and currency that need to be held in order to effect any given volume 
of transactions. The ratio of demand deposits at banks to the total national 
product, while lower recently than during most of the past 30 years, is still 
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higher than it was during the 1920’s. Monetary needs at any time must be 
determined on the basis of the current performance of the economy rather than 
by any constant or definite ratio to total economic activity. 

As to possible economies in the use of currency, which has a one-for-one effect 
on the need for reserve funds or Reserve bank credit, it may be noted that in 
1929 total currency in circulation averaged close to 4 percent of the gross na- 
tional product. Currency demands expanded greatly during the depression of 
the early 1930’s, largely because of withdrawals of funds from the banks, and 
also expanded in the 1940’s because of special wartime needs. In recent years, 
currency in circulation has grown at a rate of about 1 percent a year—much 
more slowly than gross national product. The amount of currency outstanding 
is still about 7 percent of the national product, or much greater than in the 
1920’s. Thus there is little basis for projecting any particular rate of future 
growth in currency demand. 


THE LEVERAGE FACTOR 


In addition to the need for correspondence between the quantity of reserves 
available and the amounts required, the percentages of deposits that banks are 
required to hold as reserves involve other considerations of importance. These 
percentages determine the expansibility of credit and money that is possible on 
the basis of a given supply of reserves. Conversely, these ratios determine the 
amount of reserves needed to provide for a given amount of bank credit and 
money and, indirectly, to support a given total volume of economic activity. 

The extent to which any change in the supply of available reserves affects 
the credit situation depends on this expansion ratio. With low reserve require- 
ments the reaction is more volatile, with high requirements changes in credit 
volume are more moderate. Correspondingly, to obtain a stimulus to credit 
expansion or contraction of a given amount, relatively larger changes in Federal 
Reserve credit are needed if requirement percentages are large than if they are 
small. Shifts of funds among banks and regions also have varying effects upon 
money markets depending upon the level of reserve requirement percentages. 

In view of the constant and large-scale shifting of funds and the wide short- 
term variations that ordinarily occur within the banking system and in the 
money markets, a lower reserve requirement ratio is likely to result in more 
volatile and erratic conditions in the money market than would be the case with 
a higher ratio. While no larger amounts of Federal Reserve credit would be 
needed to offset the effects of a given change in reserves, with a smaller ratio 
System operations would have to be more delicately adjusted to changes in the 
availability of reserves. For example, a small volume of excess reserves for a 
short period could create more erratic conditions in the market unless offset 
by prompt Federal Reserve action than is now the case. Operating difficulties 
already created by wide fluctuations in Federal Reserve float’ would be multi- 
plied with a lower level of reserve requirements. 


RELATION TO BANK EARNINGS 


In determining the aggregate volume of reserves that banks should be required 
to hold, consideration must be given to the earning capacity of banks. Reserves 
are nonearning assets and the larger the proportion of deposits that are held in 
such form the smaller is the amount that may be employed to produce income to 
cover expenses and provide a return on the stockholders’ investment. Banks 
perform many essential functions in the operation of our economic system and 
the cost of these functions needs to be covered by earnings. At the same time, 
to provide an adequate margin of protection for depositors, banks must be in a 
position to attract the investment of capital from stockholders by paying divi- 
dends that are competitive with other investments. 

Any reduction in reserve requirements would permit banks to increase their 
earning assets and thus provide larger earnings. This in turn would help 
banks to improve their capital positions. Even if the reserves released were 
fully absorbed by Federal Reserve open market sales so that no excess reserves 
were created, member banks could buy additional securities or make loans in an 
amount equal to the reserves released, and thus increase their earnings. 


1 Float represents the amount of checks deposited at Reserve banks and credited to 
member Reserve accounts but not yet charged against accounts of banks on which drawn. 
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Bank capital accounts in recent years, as illustrated in table 4, have shown 
much smaller ratios to total assets than were customary 20 years or more ago. 
They have increased only slowly in the past decade, Net profits relative to total 
assets have been lower in recent years than was the case in the prewar period, 
although reflecting the lower relative capital positions, the ratio of profits to 
capital has been maintained since the war at close to the rate of the 1920's. 
Banks have generally paid out smaller portions of their earnings in dividends 
during most of the postwar period and have added the remainder to capital. 


TABLE 4.—EHarnings and capital ratios of member banks 





1926-30 | 1936-40 | 1946-50 | 1951-55 | 1956-57 





Capital accounts as percentage of: 


NOD, Boia nam seugh gnatiaensinalosastioniod 12.9 10.8 6.6 7.1 7.8 
Total assets less cash and U.S. Government 
IS dips eke ka apenctos Sadi atta plonsa ancien hoes eveaiea aiee 17.6 25.8 21.1 16.0 14.7 


Net profits as percentage of: 


IID. iieincns a dia bbiokglaniebiempiaabondiedidge 1.0 if 5 .6 .6 
Total capital accounts..............-4.--.s-....--. 8.0 6.5 8.1 8.1 8.0 
Dividends as a percentage of total capital accounts 5.8 3.8 3.5 3.8 4.2 




















The sharp decline in the ratio of capital to total assets during the war years 
largely reflected an increase in total assets resulting from additions to holdings 
of Government securities, which carry less risk of loss than loans. In the post- 
war period, however, loans have increased and holdings of Government securi- 
ties have declined, although they continue to be a larger proportion of total 
loans and investments than in the 1920's. The ratio of capital accounts to 
assets other than cash and U.S. Government securities has thus declined sub- 
stantially from the high level reached in the war years and is now also below 
that prevailing in the 1920’s. So many considerations enter into the measure- 
ment of the adequacy of bank capital that it is not possible to base judgment 
entirely on aggregate ratios of this nature, but it appears that by past standards 
bank capital positions and earnings are on the low side. 

With respect to the level of earnings, available information, shown in table 
5, indicates that bank earnings relative to net worth have been below those of 
manufacturing and trade corporations, which are generally subject to greater 
risks and severer competition. Bank profits seem to compare favorably with 
earnings of public utilities, which are to a considerable extent protected by 
regulation. Banks are in some degree protected from competition by public 
regulation with respect to chartering of new banks and the establishment of 
branches. Banks are not regulated as to the rates of return on their loans 
and investments, and their earnings are considerably affected by the fairly 
wide variations that occur in interest rates due to factors beyond their control. 


Tas_e 5.—Ratio of net profits to net worth, commercial banks and selected 
industries 




















| 1937-40 1946-50 1951-55 1956-57 
Total manufacturing Bi ds 8.6 15.7 13.3 13.3 
Total trade é 10.3 17.4 10.5 11.1 
Public utilities: 
Electric power, gas. ete__._- 6.5 9.3 9.4 9.9 
Telephone and telegraph _- 6.8 7.4 8.9 9.2 
Commercial banks ‘ 8.1 8.1 9.2 10.0 





Source: First National City Bank of New York, ‘Monthly Letter: Business and Economie Conditions” 
(various issues). 


CONCLUSIONS 


It may be concluded from this discussion of the appropriate level of reserves 
that, to permit effectuation of appropriate monetary policies, reserve require- 
ments of member banks do not need to be as high as they have been in recent 
years. A lower level of requirements would improve the earning position of 
banks and aid them in building up their capital positions to levels commensurate 
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with the more rapid expansion that has occurred in their liabilities during the 
past 30 years. Some reduction in reserve requirements would not necessarily 
impair the liquidity and safety of banks’ assets if banks are prudent in the use 
of additional funds obtained. Any substantial reduction in requirements, how- 
ever, might raise questions about the adequacy of safety or liquidity in the 
asset structure of banks, unless offset by other additions to liquidity. 

To the extent necessary to avoid undue credit expansion, reserves released by 
any reduction in requirements could be absorbed by Federal Reserve sales of 
securities in the market. This would in effect shift earning assets from Fed- 
eral Reserve banks to member banks. The present System portfolio is adequate 
to permit a substantial reduction and still leave enough to provide sufficient 
earnings to cover necessary expenses, as well as for current purposes of policy. 

Any decrease in requirements, however, should leave the Federal Reserve 
with a portfolio adequate to cover possible future contingencies, such as a large 
inflow of gold or economies in the use of currency that might add reserves in 
excess of appropriate needs. In view, moreover, of the growing international 
liabilities of this country, the reserve base of member banks, as well as that 
of Federal Reserve banks, should be maintained at a level that would permit 
further reduction of requirements if needed to cover a future drain on our 
gold reserves. 

While normal growth of the economy may require some increase in the supply 
of money and in needs for additional reserves, there may be large potentialities 
for economies in the use of money, which make any projections of future needs 
unreliable. Reserves should be released only as needs actually arise and not 
in anticipation of possible needs. 

Any substantial release of reserves within a short period of time can have 
disturbing effects on credit markets and on the economic system generally. Al- 
though the amount of any such release can be offset by adsorption of the same 
amount through Federal Reserve sales of securities, the initial uses that might 
be made of the actual reserves released cannot be controlled. Increased lever- 
age for credit expansion permitted by lower reserve requirements may also 
present problems of adjustment. 

For these various reasons, any reductions in reserve requirements have to 
be made in relatively small amounts over extended periods of time. They 
should be made only at times when money market and credit conditions are 
such that undue credit expansion in some lines would not occur before it could 
be brought under control. The Federal Reserve should have no mandate or 
commitment to reduce requirements to some specific level within a definite 
period of time. Legislative authority should be sufficiently flexible that changes 
can be made in a manner, in amounts, and at times that do not conflict with 
the needs of monetary policy. 


MEMBER BANK RESERVE REQUIREMENTS 


CHAPTER 4. BASIS FOR DIFFERENTIALS IN RESERVE REQUIREMENTS 


In considering the question of an appropriate system of reserve require- 
ments for commercial banks, one of the most difficult and elusive problems is 
a determination as to what should be the basis or criteria for reserve require- 
ments from the standpoint of both monetary theory and institutional practice. 
This problem is concerned not ‘only with the level of required reserves in the 
aggregate, but also with differences in requirements for different types of 
deposits and classes of banks. Differentials in reserve requirements as between 
types of deposits and among classes of banks determine the distribution of re- 
serves among individual member banks. These differences, moreover, contribute 
to the effectiveness of reserves and reserve requirements as a fulcrum for 
regulation of the supply of money ard bank credit. 

As previously pointed out, it is now commonly recognized that the principal 
function of bank reserve requirements in modern monetary systems is to 
serve as a means whereby the central bank can exert control over the volume 
of deposit money. If volume of deposit money were the only concern of mone- 
tary regulation, then reserve requirements should presumably be a ratio of 
total deposits with no distinction by type of deposit and be identical for all 
banks. The existing system of reserve requirements for Federal Reserve 
member banks contains differentials by classes of banks and by type of 
deposits. These differentials imply some principle of distinction as to the money 
quality of deposits of different types and in different banks. 

The principal reason for maintaining such distinctions, rather than having a 
single percentage figure applicable to all deposits, is the significance of varia- 
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tions in what may be called the money quality of different deposits as means 
of payments. The effect of monetary holdings upon economic activity is deter- 
mined by the use of money in economic transactions, not merely by the hold- 
ing of idle balances; the outstanding volume of money has significance as an 
indication of the availability of money for use, i.e., as an index of the liquidity 
of the economy. Variations in the economic contribution of monetary hold- 
ings are roughly indicated by differences in the rate of use or the velocity of 
turnever of different deposits. Changes in the rate of turnover of existing 
deposits may have as much, or more, influence on economic activity and prices 
as variations in the quantity of money, and hence are of concern for the 
effectuation of monetary policy. Later in this chapter there is a discussion 
of the difficulties of measuring turnover for this purpose. 


INTERBANK DEPOSITS 


Historically, differentials in reserve requirements, though applied according 
to location of banks in particular cities, were based primarily upon liquidity or 
convertibility concepts. The more volatile deposits bore higher reserve re- 
quirements. Under the National Bank Act, reserves consisted of balances 
with correspordent banks, together with vault cash holdings. Higher require- 
ments against deposits in cities where banks held large amounts of balances 
due to other banks were designed to limit the possibility of bulding up a pyra- 
mid of reserves upon a narrow base of specie or money of ultimate converti- 
bility. With a banking system in which balances with other banks can be 
counted as reserves against deposits, requirements that banks hold reserves 
in the form of currency or balances with the Reserve banks agains their bal- 
ances due to-banks serve to. limit total credit expansion, .In such a system 
higher requirements against interbank balances help to limit potential credit 
expansion on the basis of a given amount of basic reserves. 

Under the Federal Reserve Act as amended, interbank balances have not 
counted as reserves since 1917, but the classification of cities for reserve pur- 
poses has been to a large extent based on holdings of deposits due to other 
banks. The only eligible reserve assets since 1917 have been balances with 
Federal Reserve banks, and it is now suggested that vault cash holdings be 
made eligible. The aggregate of these generally cannot be increased except 
through the use of Federal Reserve credit. Interbank balances can be built up 
through interbank lending or other reciprocal arrangements. Balances with 
other banks still serve as reserves for banks that are not members of the Fed- 
eral Reserve System and thus to a limited extent may provide the basis for 
multiple credit expansion. 

Correspondent balances at banks serve as liquid secondary reserves for the 
banks making the deposit because they can be readily drawn upon to meet 
reserve needs, but the deposit and withdrawal of such balances do not affect 
the total supply of reserves, although they may result in shifts of available 
reserves among banks and stimulate expansion or contraction by banks gaining 
or losing such deposits. In essence, such balances reflect the transfer of the 
task of lending or investing from the depositing banks to banks holding the 
balance. Interbank balances are in effect merely an intra-system operation 
with no direct or separate monetary effect; they are part of the process of 
putting money to use and do not need to be subjected to extra reserve require- 
ments. The present system of permitting the deduction of balances due from 
banks in computing net demand deposits subject to reserve requirements elimi- 
nates duplication of requirements. Banks obtaining the funds for lending or 
investing must supply the reserves required to be held against them. 

The effect of such balances on the total supply of reserves for member banks, 
therefore, is negligible, although changes in the amount and distribution of such 
balances among banks of different reserve classes affect the total volume of re- 
quired reserves. There does not appear to be any basis in principle for impos- 
ing higher reserve requirements on interbank balances or on banks that hold 
such balances than on other deposits or other banks. An exception to this con- 
clusion might apply in the case of balances due to nonmember banks, which can 
serve as the basis for multiple credit expansion. 


DEMAND AND TIME DEPOSITS 


Under the Federal Reserve Act, requirements against time deposits have been 
lower than those against demand deposits, although there was no difference 
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under the National Bank Act and some countries having reserve requirements, 
e.g., Canada, make no distinction. The basis for this distinction from the 
standpoint of monetary regulation is that time deposits are presumed to repre- 
sent savings which are entrusted to banks for investment, while holders of de- 
mand deposits generally use them more actively in financing the flow of goods 
and services. In effect, such differentials in requirements give recognition to 
the function of money as a medium of exchange, as well as to the store-of-value 
function. The rates of turnover of demand deposits, as measured by debits 
against them, average between 12 and 30 times a year at most banks, with a 
number of the largest banks showing turnover rates of over 30. Scattered in- 
formation available indicates that withdrawals of savings deposits at commer- 
cial banks have in recent years averaged about once every 2 years or one-half 
times a year, although there is some variation among banks, and at times in the 
past the average rate has been higher. Information is not available as to with- 
drawals of other types of time deposits at commercial banks. 

While it is evident that true savings invested through financial intermediaries, 
including banks, do not make the same contribution toward effecting payments 
as do more actively used types of money, the line of distinction between savings 
and current money is not a clear and narrow one. The gradations are not al- 
ways distinctly definable. A large portion of time deposits represent liquid 
funds that may be drawn upon frequently, enabling holders of such readily 
available deposits in banks to keep their demand balances at a minimum. 
Moreover, some demand deposits are relatively inactive and might be viewed as 
savings. 

If the margin of difference between requirements against demand and time 
deposits is too wide, commercial banks, holding both demand and time deposits 
and using both in the process of credit creation, have a greater inducement to at- 
tract funds into time deposits through payment of higher rates of interest or 
by other means. Many of these funds might otherwise have been held in de- 
mand accounts, and the result of the shift would be a lower level of reserve 
requirements, thus permitting additional credit and monetary expansion, with 
little or no significant change in owners’ attitudes as to their money holdings or 
in their actions with respect to the use of money. Such a tendency developed 
in the 1920's, when time deposits had fewer restrictions on withdrawals and 
showed somewhat higher rates of turnover than has been the case in subse- 
quent periods. Subsequent changes in legislation and regulations placed more 
restrictions on time deposit withdrawals. Since the end of 1956, however, when 
banks have been in a position to pay attractive interest rates on time deposits, 
there has been a considerable growth in time deposits at commercial banks, re 
flecting some shifting from demand accounts. There are indications that a sig- 
nificant portion of the funds moving into time deposits represents liquid holdings 
that might readily be shifted into other uses, rather than the accumulation of 
Savings. 

Whereas lower reserve requirements against time deposits than against de- 
mand deposits are appropriate because of differences in monetary sign’ficance, 
some reserves should he held against time deposits at banks. Such deposits, 
payable at face value on short notice, perform the store-of-value function of 
money and, like demand deposits, they play a role in the process of bank credit 
expansion. Any institution handling such funds runs the risk of fluctuations in 
values of the assets in which they are invested and should maintain a minimum 
margin of cash for liquidity or safety. Commercial banks should not be ex- 
empted from this requirement or be permitted to maintain a lower degree of 
liquidity than other savings institutions may find necessary, nor should they be 
permitted to depend on reserves or liquidity held against demand deposits to 
cover their time deposit needs. Available information indicates that the ratios 
of withdrawals to outstanding balances in deposits at mutual savings banks and 
in share accounts at savings and loan associations are somewhat lower than cor- 
responding ratios against savings deposits at commercial banks. These institu- 
tions maintain some cash balances which serve the function of reserves. 

For these various reasons, although some differential in requirements between 
deposits of different types is reasonable and desirable, the present statutory 
limits of 3 to 6 percent for reserve requirements against time and savings deposits 
at member banks should not be lowered or narrowed. It is essential that the 
Board retain at least this much flexibility in order to adjust to changing forces 
that may affect the distribution and use of such deposits. 
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CLASSES OF BANKS 


Differentials in requirements by classes of banks, although perhaps not specifi- 
cally established for such a purpose, also in practice conform roughly to differ- 
ences in the rate of use of deposit money. These differentials by class of bank, 
as well as those by type of deposit, imply some principle of distinction as to 
gradations in the money quality of deposits. 

Classification of cities for reserve purposes under the Federal Reserve Act has 
continued to be based upon the system followed under the National Bank Act, 
which was related to holdings of interbank deposits, even though balances with 
correspondent banks no longer count as reserves. Banks in the designated cen- 
tral Reserve and Reserve cities are required to maintain higher reserves against 
all their demand deposits, not only against interbank balances, than are banks 
in other cities. As explained in chapter 1 and appendix B, criteria used by the 
Board in classifying cities for reserve purposes, particularly since 1947, have 
been based primarily upon relative holdings of interbank balances. 

In practice, this basis of classification does not work out completely illogically 
because banks with large amounts of interbank deposits generally also hold 
relatively active nonbank accounts. The higher requirements, however, apply 
to all banks in the city, regardless of nature of business, although under existing 
law the Board may permit banks in outlying sections of a central Reserve or 
Reserve city to carry reserves at the lower requirement level specified for Reserve 
city or country banks. These exceptions are granted on the basis of differences in 
character of business of the individual banks, as well as in location. Neverthe- 
less, many individual banks classified as central Reserve or Reserve city banks 
hold relatively small amounts of balances due to other banks. 

Table 6, which shows the distribution of member banks in each reserve class 
by amount of total deposits and by amount of demand deposits due to other 
banks, indicates that in general banks with the largest amount of interbank 
deposits are now classified as central Reserve city banks and that nearly all 
other banks with interbank demand deposits of over $10 million are classified 
as Reserve city banks. There are a few country banks that hold a significant 
volume of interbank deposits, although the bulk of country banks have little 
or none. About a fourth of the central Reserve city banks and over half of the 
Reserve city banks have relatively small amounts of interbank deposits, and 
most of these are also relatively small in size as measured by total deposits. 
To some extent these are banks located in the central portion of cities and cannot 
under present law be permitted to carry lower reserves, and some of them may 
engage in other types of business which are similar to and directly competitive 
with banks carrying substantial amounts of interbank deposits. To a small 
extent they are banks in cities that have chosen to continue as Reserve city banks 
although they could be given a lower classification under the present regulation. 
It may be concluded that even tested by the distribution of interbank balances, 
which is the present underlying basis of classification, the existing classification 
of banks is to some degree haphazard and unsatisfactory. 
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TABLE 6.—Distribution of member banks by reserve classes, by volume of total 
deposits and by volume of interbank deposits, June 30, 1956 


{In millions of dollars] 









































Total Number with interbank demand deposits of— 
Class of bank and deposit size (total number 
deposits in millions of dollars) of 
banks | Over 100; 50-100 25-50 10-25 Under 10 
Central Reserve city, total._...........--- 31 ll 6 2 4 8 
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TIRES RSE RRS a BR Be tn oc dbkat dl nn cwh ittnet ab eae 12 106 
eit AUR te SOS, Ree ER pe icanilike 450 ~ lane ates 1 5, 997 
All member banks, total........-..- 6, 499 23 32; 42/ 84] 6,318 
| 




















To provide a broader basis for classification of banks for reserve purposes, 
consideration needs to be given to other aspects of the banks’ activities than 
merely interbank deposits. It may be said that in a general way deposits of 
active commercial, industrial, and financial businesses contribute more to eco- 
nomic activity than do deposits in personal accounts and those of smaller less 
active enterprises. Differentials of this nature have a bearing upon the effects 
of monetary policies designed to influence the level of demands for goods and 
services. It may be considered appropriate, therefore, that banks the bulk of 
whose deposits consists of more active balances should be required to carry 
larger reserves than banks whose deposits consist largely of less active balances. 

Measurement of such differences presents difficult problems. For the country 
as a whole the overall rate of use of money is broadly indicated by the rela- 
tionship between the volume of money outstanding in any period to the total 
volume of transactions in the exchange of goods and services. For individual 
banks or separate deposit accounts, the only feasible method of measuring 
activity of. deposits is from records of checks drawn against outstanding ac- 
counts, but many checks represent transfers of funds that do not involve ex- 
changes of goods or services or other significant economic transactions. The 
proportion of such transfers, moreover, varies considerably among different 
accounts. Hence debits against deposits accounts do not always accurately 
measure significant variations in the money quality of different deposits. Al- 
lowance has to be made for other characteristics of the accounts, such as the 
nature of business of the depositors. 

Activity as measured by ratios of checks debited to average balances out- 
standing, nevertheless, do provide some indication of fundamental differences in 
the nature of deposit holdings of individual banks. Table 7 shows the dis- 
tribution of over 1,000 of the largest member banks by reserve classes, by 
amount of total deposits, and by annual rate of turnover of deposits of in- 
dividuals, partnerships, corporations, and State and local governments (i.e., all 
demand deposits except those of banks and the U.S. Government). The figures 
relate to the situation as of June 30, 1956, and cover nearly all banks for which 
debit figures are available. 
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TABLE 7.—Demand deposit activity as related to size of bank and reserve 



































classification 
Member banks reporting deposit activity 
All 
Class of bank and de- | member | Number with given annual rates of turnover, 12 months 
posit size (total de- | banks ending June 1956 ! Median 
posits in millions of | number turn- 
dollars, June 30, 1956) over 
Total | Under} 12to 16 to 20 to 24to | 30and| rates? 
12 15.9 19.9 23.9 29.9 over 
Central Reserve city 
banks: All sizes-_----- 31 27 , i LP ee 4 3 3 pig Esteem. Bie 
Over 1000. .......-- 10 i ea ae Eres Bee Ys eae 1 9 39 
500 to 1,000.. _.- 4 i on laod adhe wien 1 1 2 28 
100 to 500.....-.--.-- 9 8 RB heekbes 3 OB Eietovcds 2 20 
Under 100_.--..---- s 5 1 1 M 1 2 26 
Reserve city banks: All 7 a, . a ae ee ae 
Ns 26 dinin ke teen 291 247 17 39 63 61 44 yo etapa ete en 
Over 1,000. ....-... ‘S lf SOE CSS ial SAS 5 2 1 23 
500 to 1,000__...-..-- 19 i.e ae cae Beet | 6 4 5 4 24 
fp 80 000.......-.-- 103 101 2 9 23 26 29 12 23 
SCS ae 56 52 1 8 19 16 5 3 20 
ere Sere 49 38 6 15 9 5 & Deans 15 
J) 56 29 7 6 5 ial 3 15 
Country banks: All| i. rs 
a e . 6,177 802 110 255 264 132 31 eee es eee 
100 to 500... .----- 61 Bast, Jos 8 4 24 19 MESA : 19 
oe ee S00). $.4+----. 118 95 3 16 47 24 4 1 19 
26 to 530... ...-.-- 268 187 13 63 65 35 9 2 17 
SS SES 906 318 44 116 104 40 ll 3 16 
Waaer 10............ 4, 824 151 50 56 24 14 3 4 14 
































1In demand deposit accounts of individuals, partnerships, and corporations, and of States and political 
subdivisions. Only member banks reporting debits regularly are included in this tabulation. 

2 Middle rate for each group. Median rates not computed for each class as a whole. Turnover rates 
based on aggregate figures for year ending June 30, 1956, amounted to 45 times a year for banks in New 
York City, to 28 in 6 other financial centers, and to 21 in 337 other reporting centers. 


In most of the large central Reserve city banks, demand deposits had average 
rates of turnover of more than 30 times a year. Three-fourths of the Reserve 
city banks showed average turnover rates for their demand deposits of 16 times 
a year or more, with most banks in the larger size groups exceeding 20 and 
several above 30. Banks with annual turnover rates of over 30 hold over a 
fourth of the total demand deposits of businesses, individuals, and State and 
local governments held by all member banks. In a number of banks in various 
cities, annual rates of turnover of 40 or more are customary, reflecting large- 
scale transfers of funds in some accounts concerned with marketing operations 
in securities or commodities. 

The table shows, however, that in each Reserve class there are a number of 
banks which do not conform to the typical pattern with respect to total size or 
to rate of turnover of demand deposits. There are several central Reserve city 
banks, mostly small in size, with moderate rates of turnover. A number of large 
Reserve city banks have high turnover rates, but there are many Reserve city 
banks that are like country banks with respect to both total volume and turn- 
over of deposits, as well as with respect to volume of interbank deposits. 

An appreciable number of the larger country banks have demand deposit 
turnover rates of 20 or more—the median for Reserve city banks. A few rela- 
tively small Reserve city and country banks with very high rates of turnover 
probably hold deposits of businesses of a specialized nature that involve high 
rates of turnover, such as stockyards or some types of commodity traders. The 
bulk of the smaller country banks show turnover rates of less than 16. It should 
be noted that turnover rates are not available for about 85 percent of the coun- 
try banks, largely in the very small-size groups. It is likely that most of these 
would have demand deposit turnover rates of less than 16 times a year, with a 
substantial portion having rates of 12 or less. 
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Another indication of differences in the character of deposits is provided by 
data showing the distribution of deposits according to ownership among broad 
economic classes. Estimates of ownership distribution of demand deposits of 
individuals, partnerships, and corporations are made periodically on the basis 
of a sample survey. Although these data have not been compiled by Reserve 
classes of banks, table 8 shows the distribution by size of banks as of January 29, 
1958. 


TABLE 8.—Ownership of demand deposits, by size of bank percentage distribution, 
Jan. 29, 1958 


{In millions of dollars] 
































Size of bank 
All 
banks 
Under 2 2-10 10-50 50-250 | 250-1,000 | 1,000 and 
over 

Distribution by size of bank: 
OS a. . cain bvcmende 100.0 7.1 17.1 17.7 18.5 21.4 18.2 

Distribution by type of holder: 
Se aa 100. 0 100.0 100. 0 100. 0 100.0 100. 0 100.0 
Domestic business. -_-........-- 58.8 28.6 38. 8 55.3 67.4 69. 5 71.4 
Financial business. _------ 9.9 5.7 8.9 9.6 9.5 12.8 9.6 
Nonfinancial business- - --_- 48.9 22.9 29. 9 45.7 57.9 56. 7 6.18 
Nonprofit organizations... -____-- 4.8 4.4 5.5 4.6 4.9 5.4 3.9 
Farm operators----......-..--- 4.4 23.7 10.9 1.9 .8 11 .8 
Individuals, personal__.____.._- 29.3 42.3 43.8 35. 5 24.9 20. 4 19.5 
Trust departments of banks._-- 1.7 .6 1.0 2.3 1.8 2.6 11 
eae 1.0 co ee ee .4 2 1.0 3.3 


























Norte.—Percentages indicate the estimated distribution of dollar amounts of demand deposits of indi- 
viduals, ere pe and corporations at insured commercial banks based upon reports from a sample of 
banks. eposits of State and local governments, of the U.S. Government, and of banks are not included. 


These figures show that in the large banks the bulk of the deposits covered 
by the survey are those of business concerns, particularly nonfinancial corpora- 
tions. At the smallest banks personal accounts of individuals and accounts of 
. farm operators together account for the major portion of the total. Deposits 
of financial businesses are somewhat more important at large banks than at 
small banks. 

Another reason for maintaining classes of banks with differentials in reserve 
requirements rests in the ability of banks themselves to keep their available 
funds in active use and thus contribute to economic activity. Not only do 
large banks in financial centers hold deposits that are more actively used to 
influence economic activity, but these banks are also in a better position to put 
available funds to use more promptly and fully than are banks located elsewhere. 
In order to meet temporary adjustments in needs for reserves or emergent 
loan demands, banks outside financial centers find it necessary to maintain 
balances with city banks, which like required reserves are nonearning assets 
and reduce their ability to extend credit. 

Because of the amounts of funds handled by city banks and their ready access 
to central money markets, it is economical for them to determine their reserve 
position precisely from day to day and to lend out any excess reserves through 
the markets for liquid funds, including Treasury bills, call loans, and sales of 
“Federal funds.” Thus, the amount of their resources tied up in nonearning 
assets is limited to their actual legal reserve requirements—as distinguished 
from banks that usually hold excess reserves or balances with other banks in 
addition to their legal requirements. The higher reserve requirement to some 
degree offsets the special benefits that these large banks in central money 
markets have in not needing to carry as high a proportion of other nonearning 
assets as other banks and also, for purposes of monetary regulation, limits their 
ability to expand credit. 

These attributes are possessed in varying degrees by large city banks, depend- 
ing upon size, nature of deposits held, and types of loan demands of their 
customers. Thus there is a rational basis for more than two classes of banks. 
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CONCLUSIONS 


Although the principle of differentials in reserve requirements is recognized in 
existing practices, difficulties arise in establishing appropriate classifications for 
many individual banks. The existing system of classification is by cities and 
was based initially on such general criteria as size of city and financial impor- 
tance, as described in appendix B. Under present procedures, the principal 
criterion in borderline cases is the volume of interbank deposits. Inequities 
in this system arise because many individual banks in central reserve and 
Reserve cities do not engage in the same type of business as the dominant banks 
in those cities but resemble more closely banks with lower reserve classifications. 
Moreover, the holding of interbank balances does not provide a logical basis for 
reserve requirements for purposes of monetary regulation. 

Under existing law, individual banks can be permitted to carry lower re- 
quirements only if located in “outlying districts” of the cities. This results in 
inequities for a number of individual banks, and it is proposed that the law be 
amended to permit exemption of banks on the basis of the character of business. 
This would permit the adoption of more logical and equitable standards of 
classification for cities as well as for individual banks in central reserve and 
Reserve cities. A rational system of classification should take into consideration 
differences in the character of deposits held by banks as indicated by type of 
depositors and by the rate of use of the funds in transactions affecting the flow 
of goods and services. 

Any changes in the structure of reserve requirements would be likely not only 
to affect the level of required reserves but also to alter long-established competi- 
tive relationships among banks. Although some aspects of the present structure 
may be viewed as inequitable, the existing banking system has developed under 
them. Any changes in classification, therefore, must take into account existing 
competitive relationships, as well as differences in the nature of business of 
individual banks. For this reason, it would seem desirable to continue reserve 
classification by cities, with exceptions for individual banks in those cities 
on the basis of character of business. 


CHAPTER 5. REASONS FOR PROPOSED CHANGES 


Reasons why the Board is proposing the particular changes in the law now 
suggested, and the possible effects of such changes, may be summarized as 
follows: 


Vault cash 

Provision for counting vault cash as reserves is designed primarily to correct 
a generally recognized inequity that now exists because of the variation from 
bank to bank in the amounts of vault cash needed for operating purposes. 

Bank holdings of vault cash have the same effect as reserve balances in limit- 
ing monetary and credit expansion, in that the funds thus held are not used to 
extend credit. Cash holdings, moreover, are interchangeable with reserve bal- 
ances at the Reserve banks. Since the 1917 amendment to the Federal Reserve 
Act, however, they cannot be counted as reserves. This creates inequities be- 
cause some banks find it desirable or necessary to hold larger amounts of cash 
than other banks, depending on location and other factors. Also, it often re- 
sults in unnecessary handling and shipping of currency. Counting of vault cash 
as reserves would thus have collateral advantages, in reducing the costs of trans- 
porting and handling currency, and in facilitating the holding by member banks 
of larger stocks of currency that would be available over widely dispersed areas 
for possible use in a national emergency. 

Generally, banks located close to Federal Reserve banks or branches of Re- 
serve banks are able to operate with relatively smaller amounts of vault cash 
than banks more distantly located, but proximity to currency facilities does not 
seem to be a dominant factor in determining vault cash holdings. As shown in 
table 9, which is based on figures for June 6, 1957, large banks as a rule carry 
smaller holdings of vault cash relative to their demand deposits than do small 
banks. Central Reserve city banks on the average held vault cash holdings 
amounting to about 0.7 percent of net demand deposits, while Reserve city banks 
in Federal Reserve bank and branch cities showed an average ratio of 1.7 per- 
cent and those in other Reserve cities had a ratio of 2.1 percent. 
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TABLE 9.—Vault cash holdings of member banks, by classes, June 6, 1957 





| | 


Percentage of net demand 









































‘ Total deposits 
Class and size of bank (total deposits in mil- Number of vault cash Bids ae 
lions of dollars) banks (millions of | 
| dollars) Range of 
Average ! middle 
50 percent 2 
a oes «AES AS 
6, 445 | 2, 065. 2 | CY Kann Staats a 
32 | 171.5 | —| Oe ere 
10 | 146.1 | 7 
. 44 : \ 0.3-0.7 
8 11.0 | 7 5. 
10 7.4 | 2.2 1.6-3.2 
282 | 652.6 V™ eee 
8 | 170.4 | 1.7 1.2-2.0 
19 | 118.3 a 1.5 1.0-1.7 
100 | 270.8 1.8 1,2-2.5 
57 | 54.3 2.0 1.4-2.5 
49 28.2 2.8 1.8-4.0 
49 10.6 2.8 | 2.1-4.5 
6, 131 | 1,241.1 | We See Bs, 
60 | 200. 8 | 3.0 2.4-3.9 
128 | 162.2 | 3.1 2.2-3.9 
236 | 192.8 | 3.5 2.6-4.3 
926 | 292.6 | 3.8 2. 7-5.0 
1, 322 | 199.2 | 3.9 2.7-5.4 
3, 409 | 193. 4 | 3.9 2.4-5.7 











1 Based on aggregate figures for each class or size group. 

2 Based upon ratios computed for each individual bank, with banks in each size group arrayed in order 
of size of their percentages of vault cash to net demand deposits, i.e., 4 of the banks in each size group have 
ratios of vault cash to net demand deposits below the smaller figure shown and 4 have ratios above the 
higher figure shown in the range. 


Many of the smaller banks in the last group, however, hold relatively smaller 
amounts of cash than do banks of the same size in Reserve bank and branch 
cities. Most Reserve city banks, wherever located, hold smaller amounts of 
cash than do country banks in the same size group. The ratio for country 
banks as a group on June 6, 1957, was 3.5 percent.’ 

The average difference between the ratios of cash to demand deposits for 
Reserve city and country banks was close to 2 percentage points. For compar- 
able size groups the margin is generally a little over 1 percentage point. The 
margin between central Reserve city and Reserve city banks was also about 1 
percentage point. These margins compensate in part for the statutory differ- 
ences in reserve requirements. 

Inequities arise from the fact that some banks, because of the nature of their 
business, need larger amounts of cash than other banks of the same reserve 
class. Table 9 shows that vault cash holdings relative to demand deposits not 
only vary among banks by reserve classes and by size of bank but also show 
wide differences within each class and size group. While most central Reserve 
city banks hold cash amounting to less than 1 percent of net demand deposits, 
a few small ones hold relatively more cash than most Reserve city banks. 
About a fourth of the large Reserve city banks have cash holdings amounting 
to less than 1.2 percent of net demand deposits, but several small banks in this 
class have over 4 percent. About a fourth of the country banks hold cash 
amounting to less than 2.5 percent of net demand deposits, while more than a 
fourth show cash ratios of over 5 percent; close to half of the country banks 
show ratios within the range of these two figures. 

It should be noted that for statistical reasons figures for vault cash have been 
available only for single isolated dates, and it is known that vault cash holdings 
vary considerably from day to day. Weekly or semimonthly averages of daily 


?Data in this table are based on a special tabulation of individual banks made for the 
single call report date of June 6, 1957. Aggregate holdings of vault cash for each class 
of banks on that date were somewhat smaller than those shown in table 3 for November 
1958 and discussed in the introduction and in chapter 1. 
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figures, which would be used for reserve purposes and for which data have been 
collected since November 1958, would presumably show less variation for indi- 
vidual banks from time to time but would still show significant differences as 
between banks, corresponding generally to those shown for single dates.” 

Permission to count vault cash as reserves, unless accompanied by changes in 
the requirement percentages, would correspondingly reduce the amount of bal- 
ances that banks would need to carry with the Reserve banks. The result 
would be more beneficial to banks holding relatively large amounts of cash than 
to the banks holding less vault cash in relation to their deposits. In some cases 
differentials among banks in requirements would be widened as compared with 
those that now exist when actual vault cash holdings are added to required 
reserves. As pointed out in the introduction and in chapter 1 of this report, 
present reserve requirements plus average vault cash holdings amount to nearly 
19 percent of net demand deposits for central Reserve city banks, to only 18 
percent for Reserve city banks, and to less than 15 percent for country banks. 
The existing average margins of difference amount to one-half of a percentage 
point and 3% percentage points. If vault cash were permitted to be counted as 
reserves without any change in present reserve requirement percentages— 
namely 18, 1644, and 11 percent—the margins would be 1% and 5% percentage 
points, respectively, with a total of 7 points between central Reserve city and 
country banks. 

In order to diminish these differential effects, the Board would be able to 
coordinate changes on the counting of vault cash with other changes in reserve 
requirements—-such as reductions in the percentages required for classes of 
banks that hold relatively small amounts of vault cash or some increase in 
percentages required for classes of banks that hold relatively small amounts 
of vault cash or some increase in percentages of classes with large cash hold- 
ings—if and when this appeared desirable. 

Because of the magnitude of vault cash holdings, which amount to about 
one-eighth of total required reserves, permission to count vault cash as reserves 
would make a relatively large addition to the available supply of reserves. In 
order to avoid undesirable disturbances to credit markets, conflicts with ap- 
propriate monetary policies, and undue upsets to long-established competitive 
relationships and banking practices, changes in reserve requirements or in the 
supply of reserves should be made only gradually and in moderate steps. In 
using the power to permit the counting of vault cash as reserves, if enacted 
by Congress, the Board should be in a position to put the change into effect in a 
manner consistent with this principle. If the granting of permission to count 
all vault cash as reserves at a single time seemed likely to cause undesirable 
effects, the Board could permit the counting of some stated portion of each bank’s 
vault cash, and perhaps take several actions of this kind so that eventually 
banks might be allowed to count all their vault cash. Some of the effects of 
reserve additions might be offset by open market operations, or changes could be 
made at times when additions to reserves are desirable. 


REQUIREMENTS FOR CENTRAL RESERVE CITY BANKS 


The proposal that the requirement limits for central Reserve city banks be 
lowered from the existing range of 13 to 26 percent to a range of 10 to 20 percent 
is designed to place a lower maximum on the amount of reserves that any bank 
may be required to hold and also to give legislative sanction to a narrowing of 
differentials in requirements as between classes of banks. It would, however, 
retain the existence of the present three reserve classes and permit the main- 
tenance of differential requirements between classes, as may be appropriate, 
within the limits specified. It would also retain the existing provisions of law 
under which maximum requirements that the Board can establish for any class 
would be double the statutory minimum percentage. 

Under present law, the Board may reclassify cities or abolish classifications 
of any city as a central Reserve or Reserve city, or change requirements for any 
class of banks within limits. By use of these powers the Board can substantially 
alter differentials in requirements as between broad classes of banks and can 
also adjust the position of individual cities. 


2 Analysis of daily figures for banks in the New York Federal Reserve district for the 
pee from December 1957 through March 1958 indicates that on Wednesdays vault cash 

oldings are usually 10 to 20 percent larger than weekly averages of daily figures. These 
data also show that the ratio of daily average vault cash holdings to required reserves 
generally amounted to about 3 percent at central Reserve city banks, 13 percent at Reserve 
city banks, and 18 to 20 percent at country banks. 
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There have been suggestions that the whole system of classifying banks 
according to the cities in which they are located, with higher reserve require- 
ments for the banks in the centers designated as Reserve or central Reserve 
cities, should be terminated on the ground that it is obsolete. This system was 
based originally on the fact that under the National Bank Act deposits in these 
banks could be counted as reserve by the depositing banks. It was therefore con- 
sidered that banks in correspondent banking centers needed to keep more liquid. 
Since central Reserve city banks had to carry all of their reserves and Reserve 
city banks a part of theirs in the form of currency, these requirements served to 
limit potential credit expansion for the banking system. The classification of 
banks set up under the national banking system was continued under the Federal 
Reserve Act although the principal reason for its existence was no longer appli- 
cable. 

The present structure, as explained in chapter 4 of this report, does reflect to 
some degree differences in the nature of the banks’ business. Apart from the 
carrying of correspondent balances, the banks in Reserve and central Reserve 
cities tend generally to be the larger banks in volume of deposits. They also 
tend to have the higher rates of deposit turnover—that is, the volume of trans- 
actions financed by the banks’ depositors, in relating to their amounts of deposit 
balances, tends to be larger at. these banks. They hold relatively larger propor- 
tions of the deposits of businesses—both financial and nonfinancial—the use of 
which is an important determinant of business activity. Also, the larger banks 
can afford to keep a closer control on the amounts of their reserve balances, in 
relation to their requirements, and it is feasible for them to lend out any excess 
reserves through central money markets, so that the amount of their funds tied 
up in non-interest-earning reserves or other assets need to be little if any larger 
than their legal requirements. Banks more remotely located or otherwise not 
able to operate effectively in money markets fifind it necessary to hold relatively 
larger proportions of their assets as excess reserves or balances with correspon- 
dents on which they obtain no earnings. 

In any case, in addition to fundamental differences in the character of busi- 
ness which serve as a reasonable basis for maintaining separate classes of banks 
for reserve requirement purposes, it would not be possible to change to 
uniform requirements for all banks without serious disturbances to credit 
markets, likely interference with monetary policies, and upsets to established 
relations and practices. There would result either (@) such a large reduction in 
total requirements as to carry the risk of seriously undesirable monetary ef- 
fects, or (b) increases in the requirements of many individual banks, which 
might impose substantial hardships and necessitate disturbing adjustments. 

Differentials in the range of requirements permissible under existing law are, 
it is believed, wider than may be necessary to maintain appropriate distinctions 
among banks on the basis of the character of their business. They would be 
widened further in net effect if vault cash holdings were permitted to be counted 
as reserves. The differentials at the maximum percentages for each class can 
be particularly burdensome, except in rare situations when banks hold large 
excess reserves, and might well be narrowed in the interest of equity. 

In the case of demand deposits at central Reserve city banks, the law now 
provides a range of 13 to 26 percent. For reasons outlined in previous chapters, 
it seems unlikely that occasion will arise in the future when a reserve require- 
ment of more than 20 percent for any class of banks would be necessary. The 
board is, therefore, proposing that the percentages within which it is empowered 
to fix the reserve requirements for demand deposits of central Reserve city 
banks be changed from the present range of 13 to 26 percent to a new range of 
10 to 20 percent. This amendment would provide for a range of requirements 
for central Reserve city banks corresponding to that for Reserve city banks and 
would thus make possible a narrowing of differentials at a lower general level 
of requirements than would be permitted under present law. The law, however, 
would retain authority for continuing three different classes of banks and for 
maintaining some differential between requirements for central Reserve and 
Reserve city banks, as well as between Reserve city and country banks, This 
would make possible the retention of some differentials in accordance with 
variations in the essential nature of deposits for purposes of monetary regula- 
tion. 
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BROADER AUTHORITY TO CLASSIFY INDIVIDUAL BANKS 


The existing law gives the Board certain powers to permit individual member 
banks, located in Reserve or central Reserve cities, to carry the lower reserve 
specified for banks in one of the other classes. This power, however, applies 
only to banks located in outlying districts of those cities. The proposed amend- 
ment would permit adoption of more appropriate criteria than can be used under 
present law for selecting individual banks to be given this privilege and would 
thereby make possible the elimination of some present inequities. 

Up to the present the Board’s designation of Reserve cities has been largely 
on the basis of their function as banking centers where correspondent balances 
are held. Within any Reserve city, the present law requires that all member 
banks be classified as Reserve city banks, except for those banks located in out- 
lying areas which the Board decides to exempt from this requirements, In 
granting and continuing such exemptions, the Board has taken into account the 
nature of the bank’s business, including especially the extent to which it carries 
correspondent balances. However, because the power of the Board to grant 
such exemptions is also dependent on the bank’s being located in an outlying 
district, there are cases in which a bank located in the central area of a Reserve 
city or a central Reserve city is now subject to higher reserve requirements than 
are banks with business of a similar nature located in other sections of the 
same city or in other cities. 

The Board has interpreted outlying to mean outside of the central financial 
area of the city; for example, in New York City the financial center is considered 
to be that part of Manhattan south of Canal Street. Experience has indicated, 
however, that it is not practicable in some cities to make any geographic de- 
marcation that will permit the granting of permission to maintain reduced 
reserves in all justifiable cases. Whatever standard is prescribed or used, there 
is always an actual or potential borderline which may adversely affect, or be 
alleged to affect, an individual bank on one side of the line or the other. The 
broader exemptive power now proposed would enable the Board to classify banks 
in a more logical and equitable manner. 


APPENDIX A 
BRIEF HISTORY OF CHANGES IN STRUCTURE 


Under the Federal Reserve Act as originally adopted, reserve requirements 
for member banks were different from those previously required for national 
banks with respect both to amounts and to composition, but the reserve classes 
of cities existing under the National Bank Act were retained. The requirements 
were changed by amendment in 1917. Further amendment in 1933 and 1935 
authorized the Board of Governors to change the percentage requirements within 
limits. 

PROVISIONS OF ORIGINAL FEDERAI RESERVE ACT 


As the Federal Reserve Act was originally approved in 1913, reserve require- 
ments against demand deposits were 18 percent for central Reserve city banks, 
15 percent for Reserve city banks, and 12 percent for country banks. These 
figures compared with 25 percent for central Reserve and Reserve city banks 
and 15 percent for country banks under the National Bank Act, as shown in 
the accompanying table. Reserve requirements against time deposits, which 
had been the same under the National Bank Act as those for demand deposits, 
were reduced to 5 percent for all member banks, 

This substantial differential in favor of time deposits was established in 
order to enable national banks to compete for time deposits on more even terms 
with State-chartered banks. At this time the banking laws of the majority of 
the States either required no reserve against time and savings deposits or re- 
quired a smaller amount of reserve than against demand deposits. 

The permanent reserve provisions of the original Federal Reserve Act, which 
were to be effective by the end of the third year after the official establishment 
of the Federal Reserve banks, required member banks to hold part of their re- 
Serves with the Federal Reserve banks and part in their own vaults, while the 
remainder could be held optionally in their own vaults or at the Reserve banks. 
During the 3-year interim, however, Reserve city and country member banks 
were permitted to continue to carry part of their reserves in the form of bal- 
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ances at national banks in central Reserve and Reserve cities. The act also pro- 
vided that the transfer of required reserves of country and Reserve city banks 
to the Reserve banks could be made in specified installments covering a period 
of time 2% years after the Reserve banks were established. An amendment, 
approved September 7, 1916, authorized the Federal Reserve Board to permit 
member banks to carry in the Federal Reserve bank any portion of their reserves 
previously required to be held in their own vaults. 

The requirements of the Federal Reserve Act apply to all member banks 
operating under State as well as national charter. In addition, the States have 
their Own reserve requirements which govern State banks. In a number of 
States, the State laws did not permit deposits by banks with the Federal Re- 
serve bank to count as reserves satisfactory to the State authority, but these 
laws were gradually modified. State banks which do not belong to the Federal 
Reserve System remain subject to State requirements alone. 


Reserve requirements for national banks and member banks of the Federal 
Reserve System as enacted by Congress 


[Percent of deposits] 
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Bank Act, 
as amended As amended, 
Effective To be effec- 1917 
upon estab- | tive by No- 
lishment vember 1917 
Against demand deposits: 
Central Reserve city banks: 
a lak con aetig 125 18 18 13 
SI ee i en ling 25 6 6 
Deposit with Reserve banks. -.-.-----.|--.--.-.--.--- 7 7 
IN cei eas bal ant md acd de venbhoneidinwaancoon 5 5 
Reserve city banks: at a 
chi a ian iech cs ccsnnlnspsoteediinbe 125 15 15 10 
RN NE ia inate nines 12% 6 _j Sea wee 
Deposit with Reserve banks- ---.....---}-----..--..- ; 3 6 10 
| Ei SESS RS ee swan 12 6 0 SES See ee 
Country banks: teers a 
re tte ciawinpnabtibbiesecendram 115 12 12 7 
Cee in Weeks 90. week 6 5 © thse sete 
Deposit with Reserve banks- --..-.----|-----..---.--- 2 5 7 
RN ilo oc tm nnep ae enneen 9 5 i, ORD 
Against time deposits, all member banks------- (4) 55 §5 63 

















1 Includes the fund deposited by national banks for the redemption of notes. 

2 Cash in vault eligible for reserves under National Bank Act excluded national bank notes and under 
Federal Reserve Act excluded national bank notes, Federal Reserve notes and Federal Reserve bank notes. 

3 Includes amounts that could be held with national banks in central reserve or reserve cities. Under 
Federal Reserve Act all reserves had to be held in vault or in Federal Reserve banks beginning 36 months 
after establishment of System, i.e., from November 1917. 

4 Same as demand. 

5 Distributed in the same ratio as the reserve against demand deposits. 

¢ All reserves required to be on deposit with Federal Reserve bank. 


THE 1917 AMENDMENTS 


The large volume of excess reserves created by the inflow of gold in 1915 and 
1916 led by the Federal Reserve Board to submit to Congress in December 1916 
an amendment to the act seeking to concentrate further the gold supply of the 
country in the Reserve banks. The Board proposed to advance the date on 
which balances with correspondent banks would no longer count as reserves and 
to increase the required reserves to be maintained by member banks at the Re- 
serve banks, but to reduce the maximum amount of reserves that could be 
earried as vault cash. Total requirements in vault cash and reserves would re- 
main practically unchanged. The proposed amendment also provided that items 
in process of collection would no longer count as reserves but that Federal Reserve 
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notes held in the vaults of member banks could be counted as part of their 
vault cash reserve. This latter provision was suggested in order that banks might 
substitute Federal Reserve notes for gold and gold certificates held in their 
vaults, thereby releasing the gold to the Reserve banks and increasing the free 
gold of the Reserve banks; i.e., the surplus of gold holdings over amounts that 
the Reserve banks are required to hold as reserves against notes and deposits. 
At the same time the Board suggested an amendment so as to permit it ‘“‘to 
raise reserve requirements in emergencies.” Neither this proposal nor the Board’s 
suggestions for changes in the existing reserve requirements were enacted into 
law at that time. 

With the entry of the United States into the war and the prospect of large 
Government financing, there was increased pressure for centralizing the gold re- 
serves of the country and for enlarging the potential lending powers of the Re- 
serve banks. These purposes were accomplished in the amendment to the Federal 
Reserve Act approved June 21, 1917, which made substantial reductions in the 
reserve percentages but provided that all reserves must henceforth be held with 
the Reserve banks, eliminating any requirement as to cash in vault. The new 
percentages against demand deposits established by this amendment were 13 
percent at central Reserve city banks, 10 percent at Reserve city banks, and 7 
percent at country banks, as compared with 18, 15, and 12 percent under the orig- 
inal act; for time deposits the reserve requirements were lowered from 5 to 3 
percent at all classes of banks. 

As the minimum balances required to be held at the Reserve banks had been 
substantially less under the original act than under the amendment, member 
banks had to transfer reserve funds to the Reserve banks. 

For member banks as a whole the reduction in reserve requirements at this time 
did not immediately release any considerable volume of reserves for the expan- 
sion of loans and investments. Although the banks were no longer permitted 
to count vault cash as legal reserves, they had to continue to keep on hand 
sufficient currency to meet the cash needs of their customers. The vault cash 
so held to a considerable extent offset the reduction in legal reserve require- 
ments. Over a period of years, however, member banks found they could operate 
with smaller holdings of currency, and there was a gradual reduction in their 
vault cash holdings, with a consequent increase in member bank reserve 
balances. 


CHANGE IN METHOD OF COMPUTING REQUIRED RESERVES, 1935 


The Banking Act of 1935 provided for a change in the method of computing 
net demand deposits against which reserves must be carried by member banks 
with Federal Reserve banks. 

Previously net demand deposits were computed for each reporting bank sep- 
arately by adding to demand deposits, other than those of banks and the U.S. 
Government, any excess of amounts due to banks over the sum of amounts due 
from banks and cash items in process of collection. Amendments enacted in 
the Banking Act of 1935 prescribe that reserves be carried by member banks 
against U.S. Government deposits but permit deductions of balances due from 
banks and collection items to be made from gross demand deposits instead of 
only from balances due to banks. 

These changes tended to increase the net demand deposits and hence the 
required reserves of member banks in New York City, which held a large 
volume of deposits of the U.S. Treasury and, having a large excess of amounts 
due to banks over amounts due from banks, did not benefit from the privilege 
of deducting amounts due from banks from gross deposits rather than from 
amounts due to banks. Country banks, on the contrary, had relatively small 
Government deposits and had a large excess of amounts due from banks over 
amounts due to banks, so that their net demand deposits, and consequently 
their required reserves, were materially reduced by the changes in the method 
of computing deposits against which reserves have to be held. 


AUTHORITY TO CHANGE REQUIREMENTS 


Authority to make changes in member bank reserve requirements for credit 
and monetary regulation purposes was first granted to the Federal Reserve 
Board of Governors on a temporary basis in 1933. In 1935, this authority was 
made permanent and more usable. The authority was first granted the Federal 
Reserve Board by the so-called Thomas amendment, included in an act of 
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Congress approved May 12, 1933. This amendment gave to the Government 
hew powers to add to the reserves of banks by various means, and the provi- 
sion for the raising of reserve requirements was intended to be a safeguard 
in case there should develop an inflationary credit expansion which existing 
methods of control would be inadequate to curb. Under the language of the 
amendment the new power could be used only when the Board, with the approval 
of the President, declared that an emergency existed by reason of credit expan- 
sion, but it had no limit on the amount of change that could be made.’ 

The power of the Board to change reserve requirements was clarified and 
modified in the Banking Act of 1935, which authorized the Board to change 
reserve requirements, but they could never be lower than they were at that 
time nor could they be more than twice that amount. In contrast to the Thomas 
amendment, the Board of Governors was permitted to change requirements by 
an affirmative vote of four members and without having to declare the existence 
of an emergency or to secure approval of the President. It was also provided 
that, within the limits stated, the Board could decrease reserve requirements in 
order to prevent injurious credit contraction, as well as to increase reserve re- 
quirements in order to prevent injurious credit expansion. 

In 1942 the law was further amended to permit changes to be made separately 
for central Reserve city banks or Reserve city banks.” 

The authority was first applied in 1986 and 1937 when reserve requirements 
were increased to offset the effect of the large gold inflow in the early thirties, 
which unduly expanded the credit and monetary potential of the country. A 
downward adjustment in requirements was made in early 1938 because of busi- 
ness recession, despite large and rapidly increasing excess reserves of member 
banks. No further changes in reserve requirements were made until just before 
the outbreak of the war when, to put the System in closer effective contact with 
current credit developments, reserve requirements for each class of member banks 
were raised to the maximum permitted by statute—26 percent against demand 
deposits for central Reserve city banks, 20 percent for Reserve city banks, and 
14 percent for country banks, with 6 percent against time deposits for all classes 
of banks. During 1942, in facilitating the program of war finance, successive 
reductions were made in the reserve requirements of central Reserve city banks 
to a level equal to the maximum requirements for Reserve city banks. 

The structure of reserve requirements was maintained until 1948. In an 
effort to combat inflationary pressures of that period, when discount and open 
market policy was immobilized for restrictive use as a result of Federal Reserve 
purchases of Government securities at predetermined prices, reserve require- 
ments at central Reserve city banks were raised twice in the first half of 1948. 
In the summer of that year Congress enacted special and temporary supple- 
mental reserve requirement authority which permitted the Board to change 
reserve requirements by increasing the prescribed percentages to not more than 
7% percent against time deposits, or 30 percent, 24 percent, and 18 percent 
against demand deposits of banks located in central Reserve cities, Reserve 
cities, and other places, respectively ; but this authority by its terms expired 
June 30, 1949. 

Reserve requirements at all member banks were raised in the early autumn. 
Member banks adjusted to each of these increases largely by sales of Govern- 
ment securities. Offsetting Federal Reserve purchases of such securities under 
the prevailing open market policies operated to temper or prevent restrictive 
credit effects. 


1The actual provisions of the Thomas amendment relating to the power to change 
reserve requirements were as follows: “Sec. 46 * * * the Federal Reserve Board, upon 
the affirmative vote of not less than five of its members and with the approval of the 
President. may declare that an emergency exists by reason of credit expansion, and may 
by regulation during such emergency increase or decrease from time to time, in its discre- 
tion, the reserve balances required to be maintained against either demand or time 
deposits.” 

PThe present provisions is as follows: ‘‘Notwithstanding the other provisions of this 
section, the Board of Governors of the Federal Reserve System, upon the affirmative vote 
of not less than four of its members. in order to prevent injurious credit expansion or 
contraction, may by regulation change the requirements as to rescrves to be maintained 
against demand or time deposits or both (1) by member banks in central Reserve cities or 
(2), by member banks in Reserve cities or (3) by member banks not in reserve or central 
reserve cities or (4) by all member banks: but the amount of the reserves required to be 
maintained by any snch member bank as a result of any such change shall not be less 
than the amount of the reserves required bv law to be maintained bv such bank on the 
date of enactment of the Banking Act of 1935 nor more than twice such amount.” 
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When recession in business activity became evident in the spring of 1949, the 
System responded with successive reductions in reserve requirements. Also, the 
supplemental reserve requirement authority granted the year before expired at 
midyear with some automatic reduction in reserve requirements at that time. 
The easing effects of these actions on credit conditions were marked. Under 
existing open market policies, these actions also had some effect in reducing 
Federal Reserve holdings of Government securities and the volume of member 
banks’ reserves. 

In recognition of the need for limiting the expansion of purchasing power 
based on credit after the outbreak of hostilities in Korea, the Federal Reserve 
System took several steps to restrain the expansion of bank credit. This in- 
cluded increasing reserve requirements early in 1951. The increase absorbed 
a large volume of reserves that banks usually get at that time of year as a result 
of the postholiday return of currency from circulation. 

Reserve requirements were reduced in July 1953. This action was taken in 
anticipation of exceptionally heavy demands on bank reserves occasioned by 
seasonal currency and credit requirements, including Treasury financing needs, 
over the second half of the year, and to assure that these needs would be met 
without undue strain on the economy, in conformity with System policy of con- 
tributing to the objective of sustaining economic equilibrium at high levels of 
production and employment. Funds were also supplied through open market 
operations in June 1953. These actions were promptly reflected in a decline in 
member bank borrowing, easier conditions of credit availability, a marked de- 
cline in interest rates, and an improved tone in credit markets generally. 

A program of downward adjustments in reserve requirements was made in 
the summer of 1954. The program was made effective over a period of several 
weeks. This action was taken primarily to foster credit expansion and provide 
the reserves that would normally be needed over the remainder of the year. 
Since more reserves were supplied than were needed initially, open market sales 
were made to absorb temporarily excess amounts. Over the fall of the year, 
when demand for credit and currency rose in response to seasonal forces and 
to expansion of private spending, open market purchases returned reserves to 
the market. 

This structure of reserve requirements was maintained until 1958, when re- 
serve requirements against demand deposits were further reduced, in a series 
of actions during February, March, and April. All changes made in reserve re- 
quirements since 1917 are listed in table 1, chapter 1, of this report. 


PRESENT RESERVE REQUIREMENTS 


Member banks of the Federal Reserve System must carry their reserves on 
deposit with Federal Reserve banks. Nonmember banks carry their reserves, 
required by State law, for the most part on deposit with correspondent banks, 
but vault cash and, where State law permits, specified kinds of securities may 
also be counted as reserves. Member banks also hold vault cash and maintain 
large balances with other banks but these cannot be counted as a part of their 
required reserves. 

Reserve requirements of member banks in effect on January 1, 1959, and the 
minimum and maximum requirements prescribed by law, are as follows: 


Member bank reserve requirements 
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APPENDIX B 
DESIGNATION OF CENTRAL RESERVE AND RESERVE CITIES 


The Federal Reserve Act retained the same three classes of Reserve cities 
that had existed under the National Bank Act, but some changes have been made 
in law and in administration, with respect to the designation of such cities and 
the classification of banks. 


DESIGNATION OF CITIES UNDER NATIONAL BANK ACT 


The National Bank Act of 1863 designated nine cities, by name, as redemption 
cities for the rest of the country. National banks in these cities could receive 
and hold three-fifths of the legal reserves of national banks located elsewhere. 
When the act was rewritten in the following year, these redemption cities were 
increased to 17. New York was recognized as the principal monetary center 
which could, in turn, receive one-half of the legal reserves of national banks in 
the other redemption cities. Because of the bankers’ balances carried with them, 
however, banks in all redemption cities were required to hold larger reserves 
than banks elsewhere. 

Some cities not named as redemption cities felt discriminated against, and in 
1887 the Comptroller of the Currency was given authority to name additional 
cities in which legal reserves could be redeposited. This act used the terms 
“Reserve cities” and “central Reserve cities.” It provided that, upon the appli- 
eation of three-fourths of the national banks in cities of 50,000 or more and of 
200,000 or more, the Comptroller might designate such cities as Reserve cities or 
central Reserve cities, respectively. In 1903 the minimum population for Reserve 
cities was reduced to 25,000. Shortly after the passage of the act of 1887, St. 
Louis and Chicago elected to become central Reserve cities, in addition to New 
York, which had been named as a central Reserve city in the act. In the 
following years, the number of Reserve cities increased until there were 49 by 
the time the Federal Reserve System was established. 


CHANGES UNDER THE FEDERAL RESERVE SYSTEM 


The Federal Reserve Act transferred from the Comptroller of the Currency to 
the Federal Reserve Board the power of classifying cities for reserve purposes, 
giving the Board full discretion in such classification. When the Board was 
appointed it retained the designations of all central Reserve and Reserve cities 
that had previously been made by the Comptroller. It also continued the prac- 
tice of allowing member banks to initiate requests for designation of the cities 
in which they were located and passed upon each case as it was presented. In 
1914 and 1915 four additional cities were given the status of Reserve cities. 

In March 1915 the Board announced that it had adopted the following condi- 
tions as necessary before consideration would thereafter be given to the desig- 
nation of any city as a Reserve city: 

“A population of at least 50,000; combined capital and surplus of national 
banks in the applying city of not less than $3 million, with deposits of not less 
than $10 million; endorsement of the application by at least 50 national banks 
located outside of the applying city who will state that they are carrying or in- 
tend to carry upon such designation, accounts with a national bank in the apply- 
ing city.” 

In 1917 upon the application of banks in Tulsa and Ogden the Board desig- 
nated these two cities as Reserve cities, although they did not conform to the 
formula established. 

The amendment of 1917, which required all reserves to be carried with the 
Reserve banks, removed one of the reasons for reserve classifications of cities. 
After the designation of Tulsa and Ogden as Reserve cities, no more requests 
were received from banks for shifts of country bank cities to Reserve cities. It 
was becoming more clearly realized, however, that a large volume of bankers’ 
balances would continue to be held outside of the Federal Reserve banks even 
though such balances would not count as legal reserves. Also, under some State 
laws, balances of nonmember State banks held in other than Reserve city banks 
could not be counted as meeting their requirements. 

After study by a committee of the Board, it was decided that six additional 
cities should be designated as Reserve cities effective January 1, 1918. Several 
of the cities resisted this designation but the Board explained its action as neces- 
sary in order to bring their reserves up to the requirements of other cities in 
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their class. In 1918 the Board adopted the policy of designating as Reserve 
cities all cities in which Federal Reserve branches were established. 

During the next 10 years the Board followed the practice of considering 
changes in designations only when presented to it at the initiative of member 
banks located in such cities. Banks in several cities requested that their cities 
be reduced to a lower classification and from 1922 to 1945 the Board approved 
eight of these applications. The most important change was in 1922 when St. 
Louis was changed from a central Reserve to a Reserve city. This action was 
based upon the relative position of St. Louis as a correspondent bank center 
compared with that of other centers that were classified as Reserve cities. 

On December 19, 1947, the Board of Governors announced a new rule for the 
classification of Reserve cities. Following is the statement that was made in 
this connection : 

“For a considerable period of time, the Board of Governors of the Federal 
Reserve System has been considering the adoption of a standard or basis for the 
classification of central Reserve and Reserve cities in order to enable it properly 
to discharge its responsibilities under the provision of the Federal Reserve Act 
which empowers the Board to add to or reclassify such cities or to terminate 
their designation as such.” 

For many years prior to the enactment of the Federal Reserve Act in 1918, 
national banks had been permitted by law to carry a part of their reserves with 
other national banks in cities known as central Reserve or Reserve cities, and 
accordingly national banks in such cities were required to maintain higher re- 
serves against their deposits. The Federal Reserve Act, following the National 
Bank Act in this respect, provided for differentials in the reserve requirements of 
member banks of the Federal Reserve System according to their location in 
central Reserve cities, Reserve cities, or elsewhere. Central Reserve and Re- 
serve cities existing in 1913 were continued as such by the Federal Reserve Act, 
but the Board of Governors was given authority to make changes in the desig- 
nations of such cities. From time to time since the enactment of the Federal 
Reserve Act, the Board has designated cities as Reserve cities and terminated 
the Reserve city status of other cities. Such determinations by the Board have 
been made on the basis of the facts of particular cases without the consistent 
application of any uniform guiding principle; and consequently certain anoma- 
lous and illogical situations have developed in the classifications of Reserve 
cities. The Board, therefore, concluded that the existing classifications are un- 
satisfactory and that there is a need for the establishment of a logical, fair, and 
appropriate basis for the designation and termination of Reserve cities. 

On October 24, 1947, the Board, acting in accordance with section 4 of the 
Administrative Procedure Act and section 2 of the Rules of Procedure of the 
Board of Governors of the Federal Reserve System, published in the Federal 
Register notice of a proposed action with respect to the classification of cities 
as Reserve and central Reserve cities and the termination of the designation of 
certain cities as Reserve cities. This notice stated that interested persons might 
submit to the Board written data, views, and arguments with respect to the 
proposal, and accordingly a number of banks submitted letters expressing their 
views and comments. In addition, representatives of banks in a number of the 
cities whose status would be affected by the proposal appeared before the Board 
and made an oral presentation of their views. 

After due and careful consideration of all relevant matter thus presented to 
the Board with respect to the proposal, the Board has concluded that a logical, 
fair, and appropriate standard for determining the designation and termination 
of Reserve cities is one that is determined by the ratio of interbank demand 
deposits held by member banks in each city to the aggregate amount of interbank 
demand deposits held by all member banks of the Federal Reserve System, or 
by such a ratio considered in connection with the ratio of interbank demand 
deposits held by member banks in each city to the aggregate amount of all 
demand deposits held by the member banks in such city; and that such standard 
for the designation and termination of Reserve cities should be reapplied at 
3-year intervals. 

In opposition to the discontinuance of certain cities as Reserve cities under 
the Board’s proposal it was contended by the representatives of member banks 
in such cities that such discontinuance would adversely affect the business of 
banks in those cities, would detract from their prestige, would not take into 
account their geographical situation, or would deprive them of certain ad- 
vantages With respect to.deposits under applicable State law. The Board feels 
that such objections, while they may be important to the banks involved, are not 
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to be regarded as controlling factors in determining whether cities should be 
classed as Reserve cities in view of the purpose of such classifications. How- 
ever, the Board recognizes the fact that certain cities now classified as Reserve 
cities have held this status for many years, in some instances since before the 
enactment of the Federal Reserve Act, and, since the continuance of such cities 
as Reserve cities would mean that member banks therein must carry higher 
reserves than would be required of them if such cities were discontinued as Re- 
serve cities in accordance with the standard indicated above, the Board is willing 
that such cities be continued as Reserve cities if all the member banks in such 
cities request that this be done. 

In accordance with the conclusions reached above and pursuant to authority 
conferred upon it by section 11(e) of the Federal Reserve Act and other provi- 
sions of that act, the Board hereby adopts the rule set forth below, to become 
effective March 1, 1948: 


“CLASSIFICATION OF CENTRAL RESERVE AND RESERVE CITIES 


“(a) Central Reserve citics—The cities of New York and Chicago are hereby 
classified (and continued) as central Reserve cities. 

“(b) Reserve cities—(1) The city of Washington, D.C., and every city except 
New York and Chicago in which there is situated a Federal Reserve bank or a 
branch of a Federal Reserve bank are hereby classified (and continued) as 
Reserve cities. 

“(2) The following are also classified as Reserve cities: (A) Every city in 
which, on the dates of Official call reports of condition in the 2 years ended June 
30, 1947, member banks of the Federal Reserve System, exclusive of their offices 
in other cities, held an aggregate amount of demand deposits owing to banks 
equal, on the average, to one-third of 1 percent or more of the aggregate amount 
of demand deposits owing to banks by all member banks of the Federal Reserve 
System; and (B) every city in which, on the dates of official call reports of 
condition in the 2 years ended June 30, 1947, member banks of the Federal Re- 
serve System, exclusive of their offices in other cities, held an aggregate amount 
of demand deposits owing to banks equal, on the average, to one-fourth of 1 
percent or more of the aggregate amount of demand deposits owing to banks 
by all member banks of the Federal Reserve System and also equal, on the 
average, to 331 percent or more of the aggregate amount of all demand deposits 
held by the member banks in such city. 

* * * ae + » i 

“(3) The Board of Governors of the Federal Reserve System, prior to March 
1, 1948, wil also designate (and continue) as a Reserve city any city now classi- 
fied as a Reserve city (although not within the scope of paragraphs (1) or 
(2) above) if a written request for the continuance of such city as a Reserve 
city is received by the Federal Reserve bank of the district in which the city 
is located on or before February 16, 1948, from every member bank which had 
its head office or a branch in such city (exclusive of any member bank in an 
outlying district of such city permitted by the Board of Governors to maintain 
reduced reserves) together with a certified copy of a resolution of the board of 
directors of such member bank duly authorizing such request. 

“(4) Effective as of March 1 of each third year after March 1, 1948, the 
Board of Governors (a@) will continue as Reserve cities or designate as additional 
Reserve cities all cities then falling within the scope of paragraph (1) above 
and all cities which then meet the standard prescribed in paragraph (2) above 
based upon official call reports of condition in the 2-year period ending on June 
30 of the year preceding such third year; and (b) will terminate the designation 
as Reserve cities of all other cities, except that the Board will continue the des- 
ignation as a Reserve city of any city which then has the designation 
of a Reserve city and does not then fall within the scope of paragraph 
(1) or of paragraph (2) based upon the new 2-year period, if a request for the 
continuance of such designation is made by every member bank (as specified in 
paragraph (3) above) in such city and, together with a certified copy of a 
resolution of the bank’s board of directors authorizing such request, is received 
by the Federal Reserve bank of the district not later than the 15th day of 
February of such third year.” 

The Board adopted, effective March 1, 1957, and published in the Federal 
Register, the following amendment : 
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“Effective March 1, 1957, the Board amended its rule adopted on December 
19, 1947, for the classification of central Reserve and Reserve cities, so as to 
provide that the designation of a city as an additional Reserve city, because that 
city qualifies for designation as such under the average-aggregate-deposit stand- 
ard set forth in paragraph (2) of subsection (b) of the rule, shall not become 
effective until after 1 year, or such longer period as the Board may determine, 
from the date as of which such designation would be effective under paragraph 
(4) of subsection (b) of the rule in the absence of this amendment.” 

The accompanying table shows the list of central Reserve and Reserve cities 
at the time the Federal Reserve System was established and the subsequent 
changes made by the Board. 


CLASSIFICATION OF BANKS IN OUTLYING SECTIONS OF CITIES 


The power of the Board to designate the Reserve classification for selected 
groups of banks was broadened in 1918. For several years the Board had re- 
ceived petitions, which impelled it in its annual report for 1917 “to call attention 
to the situation of many banks located in outlying districts of larger cities, or 
in boroughs, formerly independent municipalities, which are now parts of a 
greater city. The business of these banks is often local, and it is suggested 
that Congress authorize the Board to classify banks in outlying districts of 
large cities as though they were located in independent municipalities.” This 
authority was granted under the act of September 26, 1918. 

The Board immediately defined outlying sections in Boston and New York 
and changed the classification of banks in those sections, but did not define 
outlying sections in other places. Instead, it laid down a policy of analyzing 
the individual applications received from banks requesting a change in reserve 
requirements under the new law. In 1924 the Board approved the recom- 
mendation of Federal Reserve agents that the Board be guided in determining 
outlying districts “by the results of an analysis of the character of the busi- 
ness of the applicant member bank or of all the banks of the neighborhood 
group.” 

At the present time, there is a total of 149 member banks in central Reserve 
and Reserve cities that have permission to carry reduced reserves, while 251 
member banks are required to maintain the normal reserve requirements ap- 
plicable to central Reserve or Reserve city banks in the cities in which they 
are located. Of the 149 banks with permission to carry reduced reserves, 63 
are located in the two central Reserve cities. These include 7 in Manhattan 
Borough of New York City, but outside the financial section, with permission 
to observe the requirements applicable to Reserve city banks; 8 in other 
boroughs of New York City, with permission to observe the requirements ap- 
plicable to country banks; and 48 in Chicago with permission to observe the re- 
quirements applicable to Reserve city banks. The other 86 banks permitted to 
earry lower requirements are locateed in 24 Reserve cities and have permission 
to carry country bank requirements. The number of banks in each central 
Reserve and Reserve city granted permission to maintain reduced reserves is 
shown on pages 8-10 and B-11. 


MEMBER BANKS WITH BRANCHES 


For reserve purposes, a member bank (including all its branches) is con- 
sidered to be in a central Reserve city if the head office or any branch of such 
bank is located in a central Reserve city; and a member bank (including all 
its branches) is considered to be in a Reserve city if the head office or any 
branch thereof is located in a Reserve city and neither the head office nor any 
branch thereof is located in a central Reserve city. Banks with head: offices 
outside, but branches in, outlying sections of central Reserve or Reserve cities 
may be granted permission to maintain lower reserves. 

No distinction is made between member banks with branches and those with- 
out branches in the administration of member bank reserve requirements. The 
weekly or semimonthly report of deposits of a branch-operating bank must be 
and is a single consolidated report reflecting the deposits of the bank and all 
its branches; and the reserve balance shown by the books of the Federal Re- 
serve bank is likewise the reserve balance of the member bank as a whole, in- 
cluding its branches. No procedure for consolidating the reported deposits of 
the bank and its branches, from the accounts shown by its books, is prescribed. 
However, as above stated, the report of deposits must be consistent with the 
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report of condition required by law, and those reports (of condition) must be 
certified as correct by a duly authorized officer of the bank and attested by at 
least three directors. 

Number of banks located outside central Reserve and Reserve cities but with 
branches located in Reserve cities that are required to maintain the same re 
serves as Reserve city banks. 


District No. 4: McKeesport, Pa 
District No. 5: Winston-Salem, N.C 
District No. 6: Savannah, Ga dAK, 
District No. 12: Ogden, Utah- 


Number of banks with head offices outside, but branches in, Reserve cities 
which have been granted permission to maintain the same reserves as required 
of banks located outside central Reserve and Reserve cities. 
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District No. 3: Camden, N.J 1 
District No. 4: Norwood, Ohio-- 1 
District No. 12: Hawthorne, Calif._.............---......-_--.___-__-- 1 


CHANGES IN CENTRAL RESERVE AND RESERVE CITY DESIGNATIONS 
DESIGNATIONS IN EFFECT OCTOBER 31, 1914 
Central Reserve cities? 


New York Chicago St. Louis 


Reserve cities’ 


Albany Indianapolis St. Joseph 
Atlanta Kansas City, Kans. St. Paul 
Baltimore Kansas City, Mo. Salt Lake City 
Boston Lincoln San Antonio 
Brooklyn? Los Angeles San Francisco 
Cedar Rapids Louisville Savannah 
Cincinnati Milwaukee Seattle 
Cleveland Minneapolis Sioux City 
Columbus, Ohio Muskogee South Omaha? 
Dallas New Orleans Spokane 
Denver Oklahoma City Tacoma 

Des Moines Omaha Topeka 
Detroit Philadelphia Waco 
Dubuque Pittsburgh Washington 
Fort Worth Portland, Oreg. Wichita 
Galveston Pueblo 

Houston Richmond 


See footnotes at end of table. 
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SUBSEQUENT OHANGES IN DESIGNATIONS 


Reserve cities designated by the Board at the request of member banks lo- 
cated therein : 














Birmingham___._-_-__ Nov. 12, 1914 Nashville Mar. 22, 1915 
Charleston Nov. 12, 1914 Tulsa Jan. 9, 1917 
Chattanooga Mar. 5, 1915 Ogden July 11, 1917 





Reserve cities designated by the Board at its own initiative because of size 
and importance of cities : 











I ini chiatedbpdibtdes Jan. 1, 1918 | Grand Rapids Jan. 1, 1918 
Oakland Jan. 1, 1918 Peoria__ . Jan. 1, 1918 
Memphis___------_-----. Jan. 1, 1918 Toledo____ Jan. 1, 1918 





Reserve cities designated by the Board because Federal Reserve bank branches 
were located therein: 








Jacksonville__._..-__-_. Aug. 1, 1918 |} Helena_____-___-__--__-_ Feb. 1, 1921 
8 Se ee eaeene es ooh Dec. 2, 1918 | Charlotte_________--_-___ Dee. 1, 1927 
Little Rock Jan. 6, 1919 


Change from central Reserve city to Reserve city designation made at the 
request of member banks concerned : 


St. Louis July 1, 1922 


Termination of Reserve city designations made at the request of member 
banks concerned : 











Chattanooga Aug. 1, 1922 | Muskogee____..________ Mar. 15, 1930 
Charleston___________--__ Mar. 1, 1923 | Oakland___.....________ Feb. 1, 1940 
Tacoma___ Nov. 1, 1923 | Savannah________________ Oct. 1, 1945 
oS a ES Sore July 1, 1929 


Reserve cities designated by the Board on basis of standards for classification 
of Reserve cities adopted in December 1947 : 


National City (National Stock Miami, Fla_......_.-_- May 15, 1958* 
Yards), Ill Mar. 1, 1948 





Termination of Reserve city designations made by the Board on basis of 
standards for classification of Reserve cities adopted in December 1947: 








Grand Rapids_____.--_--_ Mar. 1, 1948 | Dubuque. Mar. 1, 1954 
I iS ches Sictode eae seercinns Mar. 1, 1948 | Lincoln Mar. 1, 1954 
Spokane__........__..... Mar. 1, 1948 | St. Joseph________________ Mar. 1, 1954 
ESTE a RE aE Ts Mar. 1, 1951 | Cedar Rapids______.______ Mar. 1, 1957 
Galveston_......__.-.__-_ Mar. 1, 1951 | Sioux City_.______...-____ Mar. 1, 1957 
SET a as See Mar. 1, 1951 


See footnotes at end of table. altaed «| 
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DESIGNATIONS IN EFFECT DECEMBER 31, 1958 
Central Reserve cities * 
New York Chicago 


Reserve cities? 


Atlanta Indianapolis Pittsburgh 
Baltimore Jacksonville Portland, Oreg. 
Birmingham Kansas City, Kans. Pueblo 

Boston Kansas City, Mo. Richmond 
Buffalo Little Rock St. Louis 
Charlotte Los Angeles St. Paul 
Cincinnati Louisville Salt Lake City 
Cleveland Memphis San Antonio 
Columbus, Ohio Miami * San Francisco 
Dallas Milwaukee Seattle 
Denver Minneapolis Toledo 
Detroit Nashville Topeka 

Des Moines National City, Ill. Tulsa 

El Paso New Orleans Washington 
Fort Worth Oklahoma City Wichita 
Helena Omaha 

Houston Philadelphia 


1Up to December 1917 the Borough of Brooklyn (of New York City) was classified as a 
Reserve city, and member banks in the Boroughs of Queens and Richmond were classified 
as country banks (banks not located in central Reserve or Reserve cities). In December 
1917 the Comptroller of the Currency notified national banks in these boroughs that under 
the provisions of the Federal Reserve Act member banks located in any of the boroughs of 
od om Flag New York were subject to reserve requirements applicable to central Reserve 
city banks. 

Following the passage of the Sept. 26, 1918, amendment to section 19 of the Federal 
Reserve Act, the Federal Reserve Board decided that member banks in Brooklyn and Bronx 
should be subject to the reserve requirements applicable to Reserve city banks and those in 
Queens and Richmond to the requirements applicable to country banks. However, if any 
of such banks had a branch in Manhattan, it was subject to the reserve requirements appli- 
cable to central Reserve city banks, and if any banks in Queens and Richmond had a branch 
in Brooklyn or Bronx (but not in Manhattan), it was subject to the requirements appli- 
cable to Reserve city banks. 

In September 1949, the Board decided that New York City member banks located or 
having branches in the downtown area of the Borough of Manhattan should be subject to 
the full reserve required of member banks in central Reserve cities ; member banks located 
or having branches in Manhattan outside the downtown area, or in the downtown area of 
Brooklyn, and having no branches in the downtown area of Manhattan, should be subject 
to the reserve requirements of banks in Reserve cities ; and other member banks located in 
Brooklyn outside the downtown area or in the other boroughs (Bronx, Richmond, and 
Queens) should be subject to the requirements applicable to country banks. 

In February 1950, the Board decided that any member bank located outside the down- 
town business and financial district of Brooklyn, and having no branch in such downtown 
district or in the Borough of Manhattan, should be subject to the reserve requirements 
applicable to country banks. In October 1950, the Board further decided that a member 
bank having its head office anywhere in either Brooklyn or the Bronx, and having no 
branch in Manhattan, should be subject to the requirements applicable to country banks. 

Under the same provision of law, the Board has authorized a number of banks in outlying 
sections of the city of Chicago to carry the same reserves as banks in Reserve cities, and a 
number of banks in Reserve cities to carry the same reserves as country banks. 

2 South Omaha was annexed to Omaha on June 21, 1915. 

* Miami was designated a Reserve city on May 15, 1957, to become effective May 15, 1958. 
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NUMBER OF MEMBER BANKS IN CENTRAL RESERVE AND RESERVE CITIES GRANTED PER- 
MISSION TO MAINTAIN THE SAME RESERVES AS REQUIRED OF BANKS LOCATED OUTSIDE 
CENTRAL RESERVE AND RESERVE CITIES MARCH 1, 1959 


A. Number of banks in central Reserve cities granted permission to maintain 
the same reserves as required of Reserve city banks: 
District No. 2: New York, N.Y__--- 7 | District No. 7: Chicago, Ill_-.--___ 48 


B. Number of banks in central Reserve cities granted permission to maintain 
the same reserves as required of banks located outside of central Reserve and 
Reserve cities : 


District No.2: New York, N.Y.: District No.2: New York, N.Y.—Con. 
Borough of Brooklyn_.__---___ 3 Borough of Richmond____---_-_ 2 
Borough of Queens___-_---_.-_ 3 


C. Number of banks in Reserve cities granted permission to maintain the same 
reserves as required of banks located outside central Reserve and Reserve cities : 


District No. 1: None. District No. 10: 
District No. 2: Buffalo, N.Y_-.____- 1 Denver, Colo__..___-_---____ ae 
District No. 3: Philadelphia, Pa... 1 Kansas City, Kans___.________ 1 
District No. 4: Pittsburgh, Pa___--~ 4 Kansas City, Mo__----_--____- 2 
District No. 5: Oklahoma City, Okla__________ 3 
Baltimore, Md__----.----_-___ 1 Tulsa, Okla_.__.._--_- id By: 
Washington, D.C_------------ 2 Wichita, Kans__...._..._____- 1 
District No. 6: District No. 11: 
Jacksonville, Fla_..-.---_-._- 2 Pe ON oo Sock dim coe giionneeins 2 
I I sn. Seeker's detainee ianein 4 UE Sel. RR ees ee re: 1 
District No. 7: Fort Worth, Tex___..______--_ 1 
Des Moines, Iowa__---__-_-_-_- 3 po he, Se Seer rere 13 
Milwaukee, Wis__------- Ae. San Antonio, Tex_._..._-____- 3 
District No. 8: St. Louis, Mo__----- 16 | District No. 12: Los Angeles, Calif. 4 
District No. 9: 
Minneapolis, Minn_-_-___--__- 9 
me. Feu, MINN... na 2 





D. Number of banks with head offices outside, but branches in, Reserve cities 
which have been granted permission to maintain the same reserves as required 
of banks located outside central Reserve and Reserve cities: 


District No. 3: Camden, N.J_.----- 1] District No. 12: Hawthorne, Calif... 1 
District No. 4: Norwood, Ohio__..- 1 


APPENDIX C 
COMPUTATION AND REPORTS OF REQUIRED RESERVES 


Every member bank is required to prepare a periodic report of deposits sub- 
ject to reserve requirements and to submit it to its Federal Reserve bank. For 
central Reserve and Reserve city banks the reserve period is the week ending 
on Wednesday ; for other member banks the period is half a month—the first 15 
days of the month or the balance of the month. 

Except for the number of days to be included, the forms are identical, provid- 
ing for reports of the following for each day, as of the opening of business, and 
the total for the period : 

Gross demand deposits, divided between interbank deposits and all other 
demand deposits. 

The two deduction items, which are cash items in process of collection 
and demand balances due from domestic banks, and their total.* 

Net demand deposits, which is gross demand deposits less the total of the 
deduction items. 

Total time deposits. 





1During the period Apr. 13, 1943, through June 30, 1947, war loan and series E bond 
accounts due to the Treasurer of the United States were also deduction items, as they 
were not subject to reserves. 
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The computed required reserve at currently effective rates on both aver- 
age net demand deposits and average time deposits. 
Total average required reserves for the period. 

When the report forms are received at the Reserve banks, they are compared 
with the average reserves maintained during the reserve period, based on end- 
of-day balances. If the reserves maintained are in excess of requirements, the 
forms require no further action. 

The deposit and deduction items on the periodic report of deposits are as of 
the opening of business. The reserve balances, with which requirements are 
compared to determine an excess or a deficiency, are as of the close of business 
each day. Thus, a member bank, after determining its requirements as of the 
opening of business, has the remainder of the day to adjust its reserve position. 
In fact, because computations are based on average daily figures for the entire 
reserve period, the bank may have deficiencies in reserves on some day, provided 
they are balanced by surpluses on others. 

If the reports show that a bank has a deficiency in reserves for the period, a 
check is made to see whether there are any special items that should be taken 
into consideration, such as currency in transit from the member bank to the 
Reserve bank. After these possible adjustments have been considered and a 
deficiency determined, the member bank is notified and is penalized at a rate of 
2 percent higher than the rediscount rate. There are certain exceptions under 
which penalties may be waived; for example, to the extent that the deficiency 
is offset by excess reserves during the immediately following reserve computa- 
tion period, provided the deficiency does not exceed 2 percent of the member 
bank’s required reserves, and when the period ends on a nonbusiness day, to the 
extent that the inclusion of the nonbusiness day or days in the next reserve com- 
putation period would reduce or eliminate the deficiency. 

Decisions whether to impose or waive penalties in these exceptions are dele- 
gated to and handled by the Federal Reserve banks. Where the penalty is be- 
yond the percentages or amounts that may be waived by the Reserve banks, the 
penalties incurred are assessed unless the Board, after a review of the facts of 
the case and the recommendation of the Federal Reserve bank, authorizes the 
Reserve bank not to make the assessment. These cases are relatively few and 
arise largely through inadvertence, clerical error, delay in mail, or illness or 
vacation of member bank employees. 

The periodic reports of deposits are compared with reports of condition sub- 
mitted by member banks at call dates; they are spotchecked by examiners dur- 
ing the course of examinations of the member banks. The purposes of these 
checks: are twofold: To see that the member banks understand the proper re- 
porting of deposits and that the banks are not understating or overstating their 
requirements. 

APPENDIX D 


CHANGES IN LAW Mane sy RESERVE REQUIREMENTS BILL 
(S. 3603; H.R. 11871) 


The bills now pending in both Houses of Congress to amend section 19 of the 
Federal Reserve Act with respect to reserves of member banks of the Federal 
Reserve System (S. 3603 and H.R. 11871) would make the following three changes 
in present law. 

1. Vault cash as part of reserves.—At present, a member bank must carry all 
of its required reserves in the form of a reserve balance with the Federal Reserve 
bank of its district. The bill would authorize the Board of Governors, under 
such regulations as it might prescribe, to permit member banks “to count all or 
part of their currency and coin as reserves.” Thus, the Board could permit 
member banks to count as a part of their required reserves either all of their 
vault cash or a specified percentage thereof; and in doing so the Board could 
specify different percentages of vault cash which might be counted as reserves 
by banks in central Reserve cities, in Reserve cities, or in cities other than central 
Reserve or Reserve cities. 

2. Permission for reduced reserves.—Three paragraphs of section 19 of the Fed- 
eral Reserve Act, lettered (a), (b), and (c), prescribe certain reserve percent- 
ages for member banks not in Reserve or central Reserve cities (country banks), 
for banks in Reserve cities, and for banks in central Reserve cities, respectively. 
These statutory percentages are 3 percent against time deposits for all three 
classes of banks; and, as to demand deposits, 7 percent for country banks, 10 
percent for Reserve city banks, and 13 percent for central Reserve city banks. 
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Under other provisions of the law, however, the Board is authorized to change 
these statutory percentages under certain conditions, provided that they may 
not be increased to more than twice the statutory percentages nor reduced to 
less than the statutory percentages. 

The lettered paragraphs of present law prescribing reserve percentages for 
banks in Reserve cities and in central Reserve cities (paragraphs (b) and (c)) 
contain provisos which authorize the Board to permit a Reserve city bank to carry 
the lower reserves specified for country banks and to permit a central Reserve 
city bank to carry the lower reserves specified either for Reserve city banks or 
for country banks; but in any such case the permission for such reduced reserves 
may be granted only if the bank involved is geographically located in an outlying 
district of the Reserve city or central Reserve city, as the case may be, or in terri- 
tory added to such city by extension of its corporate charter. The pending bill 
would eliminate these provisos, but would add a new paragraph which, like the 
present provisos, would authorize the Board to permit member banks in Reserve 
cities and central Reserve cities to carry reduced reserves; but the present re- 
quirement that the bank be located in an outlying disrtict would be eliminated. 
Instead of this geographical test, the Board would be authorized to grant the per- 
mission for reduced reserves on such basis as it might deem reasonable and ap- 
propriate in view of the “Character of business” transacted by the member bank 
involved. Such permission could be granted either in individual cases (as has 
been the practice under present law) or under regulations to be prescribed by 
the Board. 

As under present law, the amendment would make it possible for the Board 
to permit a Reserve city bank to carry the lower reserves specified at the time 
for country banks rather than that fixed for Reserve city banks; and, similarly, 
a member bank in a central Reserve city could be permitted to carry the lower 
reserves specified at the time either for Reserve city banks or country banks. 
The amendment would not authorize the Board to permit any member bank in 
such cities to carry reduced reserves equal to some percentage intermediate be- 
tween those prescribed by the Board for the three classes of banks. 

Again, as under present law, the amendment would not authorize the Board 
to increase the percentages of reserves required to be maintained by individual 
member banks. The Board would, however, retain the authority which it now 
has under the law to designate new Reserve cities or new central Reserve cities 
and thereby increase the reserve requirements of all member banks in such cities. 

As an incidental matter, this amendment would omit from present law the un- 
necessary requirement that permission for reduced reserves may be granted by 
the Board only upon the affirmative vote of five of its members. As in other cases 
of Board action, the permission could be granted by the Board upon the vote of 
a majority of its members present, assuming the presence of a quorum. 

3. Percentage range for central Reserve city banks—Under present law, the 
Board may not increase reserves for the three classifications of member banks to 
more than twice the percentages prescribed by the statute on the date of the 
Banking Act of 1935, nor reduce them below the level of such statutory percent- 
ages. Because of these statutory percentages (which have not been changed 
since the 1935 act), the permissible range for time deposits for all member banks 
is from 3 to 6 percent, and the permissible ranges for demand deposits are from 
7 to 14 percent for country banks, 10 to 20 percent for Reserve city banks, and 
13 to 26 percent for central Reserve city banks. 

Section 2 of the pending bill would change the statutory percentage on demand 
deposits for central Reserve city banks from 138 to 10 percent. A conforming 
technical change would be made to eliminate the reference to the Banking Act of 
1935 in the provision which authorizes changes in reserves on the basis of the 
statutory percentages on the date of enactment of that act; continuance of this 
reference would obviously be inconsistent with the proposed change in the statu- 
tory percentage relating to demand deposits of central Reserve city banks. 

These changes would make the statutory reserve percentages the same for 
central Reserve city banks as for Reserve city banks and would thereby permit 
the Board to change reserve requirements for central Reserve city banks within 
the same minimum and maximum limitations as those fixed for Reserve city 
banks, that is, from 10 to 20 percent. However, since the three statutory classi- 
fications of member banks would be retained, it would still be possible for the 
Board, within the 10 to 20 percent range, to fix higher reserve percentages for 
central Reserve city banks than for Reserve city banks. 
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Mr. Brown. I think you should emphasize what you have told us in 
your prepared statement, that the principal purpose of the Federal 
Reserve requirements is to give the Board the means of controlling the 
money supply. Will you please give us an illustration of how this 
works / 

Mr. Bauperston. Mr. Chairman, the most recent example of the use 
of reserve requirements occurred last year. As you will recall, the 
evonomy was in a state of recession starting in the autumn of 1957 and 
lasting until April of 1958. The Federal Reserve System sought to 
make its contribution toward the ending of that recession. It reduced 
reserve requirements on three separate occasions, thereby releasing 
$114 billion of reserves available to the member commercial banks. 
The release of this $114 billion of reserves permitted those banks to 
add to the active money supply at a rate of about 8 percent per year 
between the months of February and August last year. 

By adding to the reserves of the commercial banks, the banks were 
in a position either to make loans to industry and commerce if there 
was demand or to make investments and thus add to the money supply 
of the country. 

Partly because of this policy, in combination with moves made by 
the Congress to stimulate business during that period and other fac- 
tors, the recession of which I am speaking was the shortest in our 
economic history. 

Mr. Brown. This bill in effect lowers the limits of reserve require- 
ments. How can we be sure that the limits will be high enough? 

Mr. Bavperston. In the judgment of the Board, the upper limit of 
20 percent for both central Reserve city banks and Reserve city banks 
would be adequate under present and foreseeable conditions, since the 
Federal Reserve System has available to its use all three of its 
monetary instruments. 

I say that because the economy is growing. That growth calls for 
increases in the rioney supply at a rate which we hope and believe 
will make for sustainable growth, and since the economy needs an in- 
creasing money supply over the long term, the chances are that the 
reserve requirements of the commercial banks may need to be lowered 
in the course of years, rather than raised. 

I can illustrate that by pointing to the currency. We have had an 
increase in currency outstanding of about 1 percent per year. That 
calls for added reserves of, say, $300 million. 

Likewise, the growth in the economy calls for increases in bank de- 
posits of perhaps 2 or 3 percent per year, with a corresponding growth 
In required reserves. So, in taking care of added needs for currency 
and the money supply as a whole, the reserves supply will need to 
go up, perhaps half a billion dollars to a billion dollars a year. What 
I am saying is that the drift of reserve requirements will probably 
need to be downward in the course of time rather than upward. But 
if the influx of gold that we had in the 1930’s should reappear, and if 
the Federal Reserve System in such an event should be unable to han- 
dle the situation with the use of its three instruments, then it would, 
of course, return to the Congress for remedy. That we consider un- 
likely. 

Mr. Brown. You will recall that the authority contained in the bill 
permits the Board to reclassify banks in Reserve and central Reserve 
cities on the basis of the character of the business transactions by the 
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banks. There are no provisions in the bill which establish standards 
to evaluate what is meant by character of business. 

How will the Board make this evaluation? What will they con- 
sider ? 

Mr. Bauperston. Mr. Chairman, in the existing law there are no 
standards of the type to which you allude. 

Mr. Brown. Do you not think there ought to be some standards? 

Mr. Baxpersron. There has been the one geographical standard 
which has caused embarrassment to the Federal Reserve Board be- 
cause it has forced some decisions or determinations that the Board 
felt to be inequitable. 

Under this proposed legislation, the Board would continue to ana- 
lyze, as it has under the present law in the case of these outlying dis- 
trict banks which it has reclassified over past years, the character of 
business transacted. Already, for these outlying district banks, the 
Board has been able to reach determinations in 149 cases without the 
benefit of statutory standards. The principal thing taken into ac- 
count in the past has been interbank balances. 

As suggested in the prepared statement, the Board would take into 
account the total volume of deposits, the holdings of interbank de- 
posits, the distribution of deposits among different groups of owners, 
the turnover of deposits, the requirements of other banks in the 
vicinity, and other relevant factors. 

But since one purpose of this proposed legislation is to avoid the 
inequities to smaller banks caused by the inclusion in the law of the 
words “outlying districts,” it would seem preferable not to risk creat- 
ing in the statute another straitjacket that might also lead to in- 
equities. 

A Board vested with the discretionary power, as it is under present 
law, to reclassify entire cities, ought not to be prevented by overly 
definite standards from making equitable determinations for individ- 
ual banks—which by the way are usually small ones. The Board 
would prefer, therefore, to use a bundle of factors in the analysis of 
each individual situation before it, in an effort to arrive at an equitable 
decision. It would prefer that to the spelling out of standards with 
great definiteness that might be as difficult and unfair as the present 
geographical standard which seems so simple when you merely state 
it in two words, “outlying districts.” 

In New York we have had to classify the financial district as that 
part of New York City lying south of Canal Street. In Chicago we 
had to use the Loop. In Miami, we had to turn down a bank, only 
recently, because it was in the financial area, and yet its character of 
business was identical with that of two other banks to whom we had 
been able under the “outlying district” provision to give relief. 

And right here in the city of Washington we had to turn down a 
bank asking relief, though the character of its business, in serving in- 
dividuals and small retail establishments, was precisely liks that of two 
other banks not more than a few miles away to whom the Board was 
able to give relief. 

The Board would, therefore, prefer not to be bound by standards 
of a precise type. 

Mr. Brown. Mr. Spence, do you desire to interrogate the witness ? 

Mr. Spence. I have no questions. 
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Mr. Brown. Mr. Barrett ? 

Mr. Barrerr. Mr. Balderston, I just want to ask you two questions. 
If these three changes are eventually enacted by Congress, what effect 
will they have on small business ? 

Mr. Bavpersron. Congressman Barrett, it would be helpful to the 
small banks for the reasons explained. May I point out also that 
in all studies of business lending that the Federal Reserve has made, 
the number of separate loans made by commercial banks to small 
business is very large indeed—it runs into the millions—and of that 
total, a large proportion of the small loans are made by small banks. 
Obviously, a small bank with its capital limitation cannot make what 
we would call large loans to big corporations, and so the small banks 
are, in a peculiar sense, servants of small businessmen seeking accom- 
modation in their respective communities. 

Mr. Barrerr. If you bring them into the orbit that you are claim- 
ing, will that not have an effect on the small business in the area 
in which these outlying banks are located ? 

Mr. Bauperston. I think it would help. May I ask Mr. Thomas if 
he sees a different answer than the one that I have given. 

Mr. Barrerr. Just before Mr. Thomas takes over, you used the word 
“help.” Did you mean to say it might have some harm, or did you 
think it would help? 

Mr. Bavperston. The provisions proposed would certainly not in- 
jure small business. They would help small banks and thereby benefit 
small] business. 

Mr. Tuomas. I think that is the answer. The provisions proposed 
would help a number of small banks. They would help small banks 
in two ways: First of all small banks frequently have relatively more 
cash on hand than the large city banks and they would stand to benefit 
from the vault cash provision in reducing their reserve requirements. 
Also, it would be possible to handle the cases of banks that. specialize 
in dealing with individuals and small businesses that happen to be 
located in the financial district of the city. The Washington case that 
Governor Balderston mentioned is un example. That bank had to 
carry the higher reserve requirements, even though it was not in a 
true sense a financial district bank. The proposed provisions would 
make possible benefits to those banks, and thereby make it possible 
for them to do more for their customers than would otherwise be the 
case. 

Mr. Barretrr. Due to the time limitation, I will pass. 

Mr. Brown. I understand Mr. Martin, Chairman of the Board, is 
ill; is that right ? 

Mr. Bauperston. Yes, sir. I am glad to say he is recovering. 

Mr. Brown. Mr. Vanik. 

Mr. Vantk. I would like to ask the witness, Is it not true that 
some of the present reserve requirements require some member banks 
to have on deposit at the Federal Reserve more than their entire 
‘apital, surplus, and undivided profits? Is that a correct statement ? 

Mr. Batperston. Mr. Thomas will answer that. 

Mr. Tuomas. Yes, sir; the capital surplus and undivided profits of 
member banks as a group runs around 8 percent of their total de- 

its. Their reserve requirements run from 11 percent to 18 percent 
on demand deposits and are 5 percent on time deposits, averaging 
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over 10 percent of total deposits. So the reserve requirements are 
larger than the capital and surplus. But capital and surplus are on 
the liability side of the balance sheet, while reserves are on the asset 
side. ‘They are both margins of protection, in a sense. 

Mr, Vanix. So what you have asked for in effect in this legisla- 
tion is more discretionary authority with respect to reserve require- 
ments. Is that not the general effect of this proposal ? 

Mr. Bauperston. The discretion is limited, however, for 

Mr. Vanikx. You asked for more discretion rather than less? 

Mr. Bauperston. Correct, but 

Mr. Vanik. Yes, sir. 

Mr. Bauperston. It is first to deal more equitably with these small 
banks, as I have explained. Second, to reduce, if need be, the 13 per- 
cent minimum for central Reserve city banks to 10, but 

Mr. VaNnik. Now, as you said in your statement, this proposal 
would add to the economy a credit supply of about $2 billion, which 
would be a gradual accretion to the economy. Has the Federal Re- 
serve established any basic formula for determining the credit needs 
of the country by relating those needs to such other fixed factors 
in our economy or determined factors, such as gross national product ? 

Mr. Bavperston. Congressman Vanik, the Federal Reserve System 
has no fixed formula for determining the reserves that should be sup- 
plied to the banking system. At all times, however, it seeks by a 
careful analysis of all aspects and segments of the economy to deter: 
mine the money supply that is appropriate for that time. 

You referred to gross national product? 

Mr. Vanix. Well, I just quoted that as one factor that is fixed or 
determined. There are others similarly determinable. 

Mr. Bauperston. The Federal Reserve System has no mechanistic 
formula, because the determinations that the System must make are 
not of that nature. 

For instance, take the impact of the velocity, or turnover, of de- 
posits. Velocity changes from time to time, depending upon the de- 
mand for credit, and the restraints upon credit. Velocity varies at 
the discretion of depositors. A large corporate treasurer, for ex- 
ample, in a time of credit restraint, will find ways of economizing on 
his cash. He will find ways of taking out of his company’s checking 
account funds as large as possible for investment in short-term 
governments. He will find ways of making his money work faster. 

Mr. Vanrix. That brings me to one other question, if I may, before 
my time runs out. Would not the addition of this $2 billion to the 
credit reserves of the country find its way into the Government mar- 
kets where it would again have the effect of adding to the money 
supply? In other words, could not these banks enjoy the privilege 
of this added credit by being able to count their vault reserves, and 
could they not. put that into the type of Government security that 
would permit them to increase, again, the money supply? 

Mr. Batperston. I am very glad, Congressman Vanik, that you 
asked that question, because it is fundamental. This bill has to do 
with the design of the structure, and not with current policy. 

This bill asks the Congress to alter somewhat the structure of the 
house in which the Federal Reserve will operate through years to 
come. This bill has nothing to do with the monetary policy of the 
moment, or of the immediate future. 














58 MEMBER BANK RESERVE REQUIREMENTS 


The $2 billion referred to would be added to the reserves of the 
commercial banks, but only gradually and as the economy permits. 

Mr. Vantk. That is all, Mr. Chairman. 

Mr. Brown. Mr. Barr. 

Mr. Barr. Mr. Balderston, first of all I would like to congratulate 
you on your excellent statement. I think it was very well prepared. 

As a freshman Congressman down here I do not pretend to know 
all the national problems of this country, but I came from a district 
which I think perhaps is representative of the United States today. 
It is a large metropolitan district, in which we are making our money 
exclusively from manufacturing, and these manufacturing enterprises 
are in many instances branches of great national corporations. 

We have one basic problem facing my community in the next 10 
years, and that, speaking as a Democrat, is employing 120,000 children 
who are going to be added to our labor force in that period of time. 
According to my estimate about a third of these children is going to 
go into manufacturing and it is going to take about $500 million to 
get these children employed at the current rates of capital. The 
other two-thirds are going to go into service industries and it is going 
to take another half billion dollars to get them employed. So our 
capital requirements in the next 10 years are about a billion dollars, 

I notice you stated in your testimony that you expected that these 
reserve requirements would have to be lowered. I think you are 
probably right. The point I am getting to is this—I am just a bit 
concerned, sir, that we might be leaving deposits in the central Reserve 
city banks, New York and Chicago, sterile, and they might not be 
available to supply the employment needs that we need in my district. 
I understand your problem of getting enough but not too much credit 
out. You can understand my problem of seeing that there is enough. 
There is that billion dollars in the next 10 years needed to get these 
people employed. 

Now the companies in my cities have access to those markets. I 
would certainly, sir, be distressed to see those deposits left sterile 
and not used. Would you like to comment on that, sir? 

Mr. Bavperston. I would very much, Mr. Barr. 

I would like to make two observations: Coming from Indianapolis, 
as you do, you are concerned about the ability to absorb an increased 
number of children in the 1960’s, Mr. Barr, and I think, though you 
have not said it here this morning, you are concerned about the ability 
of the enterprises in your district to compete, both at home and abroad. 

I, too, am desperately concerned about the same matter, because 
we need savings in this country to provide the investment to which 
you have referred. In order to give job opportunities in the 1960"s 
at double the rate of the 1950's, this country must save all that it 
possibly can. It is not fiscally sound, or monetarily sound, to try 
to invest faster than we save. Therefore, saving is at the heart of 
the problem of providing job opportunities. We need to stimulate 
savings, and make savers understand that the integrity of the dollar 
is being protected so that it remains a store of value that will not 
let them down. 

Now as to the reserves in New York City, Chicago, and other large 
cities, «etting out to your district, I would like to remind you that the 
Federal funds market distributes excess reserves, if any, very widely 
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and very expeditiously, as long as reserves are scarce and there is a 
desire to trade them around. 

In the second place, New York, Chicago, and other big city banks 
were loaned up very fully during the period of restraint, of tight 
money, so-called, ending in the autumn of 1957. They are still pretty 
heavily loaned up, but funds flow from one area to another, and so 
a greater tightness in one part of the country than in another tends 
to be dissipated by that flow. 

In recent times we have noted that the country banks are fairly 
tight because of loan demand. If the reverse were true, and New 
York were tight, and the country banks not, there would still be flow, 
given sufficient time to permit it. 

Mr. Barr. I would certainly agree with you, sir, about the need to 
save. But I would also like to urge that when we have saved we should 
utilize those savings as efficiently as possible. That was the only thing 
that I was trying to bring out. 

I have one wt question, if I have time. This is a technical ques- 
tion, on the velocity of deposits. I notice in your statement, sir, you 
stated that if you threw in all the transactions, the New York banks 
had a turnover of 50 times. If you eliminated some transactions, it 
brought that turnover down to a rate of about 30. I have a statement 
before me prepared by the New York Clearing House Association. 
Could I check, just for the record here, as to what transactions you 
would throw out to bring that rate from 50 down to 30? First of all, 
would it be transactions in U.S. Government securities ? 

Mr. Bauperston. Correct. 
ar. Barr. The underwriting activities? Would they be thrown 
out ! 

Mr. Bauperston. Correct. 

Mr. Barr. Trading in securities ? 

Mr. Batperston. Yes, sir. 

Mr. Barr. I presume corporate trust agencies, and registrar opera- 
tions and business operations would not be thrown out ? 

Mr. Batperston. May Mr. Thomas answer ? 

Mr. Tuomas. We do not throw out anything exactly. We make a 
rough allowance for the fact that some types of transactions are much 
more active. You cannot say that New York is three or four times as 
active or contributes that much to the economy because of these large 
transactions, but they do contribute more. Exactly what is the figure, 
nobody can say precisely. But the statement that appears in Gov- 
ernor Balderston’s statement, that when you take out those extra trans- 
actions it gets down to around 30, is based on this particular tabulation 
to which you referred. 

Mr. Barr. They come out with 32.4. 

Mr. Tuomas. We are using their figures because we do not have any 
such figures. This was a special tabulation made by the banks, 

Mr. Barr. Thank you. 

Mr. Brown. Mr. Moorhead. 

Mr. Moorneap. Mr. Balderston, do I understand correctly that this 
proposed legislation would permit the Federal Reserve System to 
classify any city in the country, for example, Los Angeles, as a Central 
Reserve city, and on the other side of the coin it would permit the 
Reserve to reclassify Chicago asa Reserve city ? 
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Mr. Batperston. The present law as well as the proposed amend- 
ments permit what you suggest. 

Mr. Moorneap. I see. ‘That exists under the present law ? 

Mr. Bauperston. Yes, existing law permits the Federal Reserve 
System to do what you indicate. There is no change under the 
amendments. 

Mr. Moorneap. The second question I would like to ask is with 
respect to the vault cash. Will the Reserve System have any ad- 
ministrative or expense problems in checking the amount of the vault 
cash in the various member banks, or will the annual bank examina- 
tion take care of that ? 

Mr. Bavperston. That is correct. 

Mr. Moorneap. The annual bank examination will take care of it? 

Mr. Batperston. That is right. 

Mr. Moorneap. That is all, Mr. Chairman. 

Mr. Brown. Mr. Spence is an ex officio member of this subcom- 
mittee. Do you have any questions, Mr. Spence ? 

Mr. Spence. I am just a spectator this morning. I think Mr. 
Balderston made a very clear and excellent statement. You think 
the classification should still be retained ? 

Mr. Bauperston. Yes, I do. 

Mr. Spence. Between Centra] Reserve cities and Reserve cities? 

Mr. Bauperston. Yes, I do, so that the Federal Reserve System will 
have the flexibility it needs to take care of future developments, as 
well as for the reasons that were set forth in the prepared state- 
ment. New York is still the financial capital of this country, and 
Chicago is, to somewhat less degree, a great financial center also as 
well as a commodity center. 

Mr. Srence. This merely strikes out the 13 percent. There is no 
limitation on your authority, except the limitations in the bill of 
7 and 10 percent, which you have the ability to double? 

Mr. Batperston. That is correct; but it is a matter of sound judg- 
ment in the light of the various conditions. We are honored, sir, by 
your presence here this morning. 

Mr. Brown. Are there any other questions, gentlemen? Mr. John- 
son, if you wish to ask a question, I will recognize you. I will be 
glad to extend you that courtesy. 

Mr. Jounson. I appreciate that, Mr. Chairman. I was inter- 
ested in your testimony which shows that vault cash would add about 
2 percent to the aggregate of potential reserves now available. 

Mr. Bavperston. $2 billion, sir. 

Mr. Jounson. Was it not also 2 percent? 

Mr. Batperston. No, it would be about 10 percent, I should think, 
in percentage. 

Mr. Jounson. I was thinking in terms of ratio to the demand 
deposits. 

Mr. Batperston. Yes, it is 2 percent of deposits. 

Mr. Jounson. Your figures on page 5 of your prepared statements? 

Mr. Baxperston. That is correct. 

Mr. Jounson. Upon at least some occasions in the past you have 
had to strain your reserve requirements to ultimate, is that not true? 

Mr. Bavperston. Are you thinking of the time when the gold was 
flowing in? 








> 


MEMBER BANK RESERVE REQUIREMENTS 61 


Mr. Jounson. And you were pressing the reserve requirements 
brake pedal down to the Seaticnnl if I may use that analogy ? 

Mr. Bavpersron. There was a period when reserve requirements 
were pushed to 26 percent for central Reserve cities and 22 percent 
for the Reserve cities. 

Mr. Jounson. Yes. 

Mr. Bauperstron. But may I note that at that time the Federal 
Reserve did not have the use of all its monetary tools. 

Mr. Jounson. Yes, I follow that. 

Mr. Baupersron. It was pegging the bond market at that time, 
after the war. 

Mr. Jounson. I was going to raise the question as to whether you 
had thought about the desirability of giving yourself additional 
power over reserve requirements in the event you might someday 
need it ? 

Mr. Bauprrston. We feel that that power will not be needed. If 
world circumstances should change, we would, of course, then come 
back to the Congress for relief. 

Mr. Jonnson. Thank you, Mr. Chairman. 

Mr. Vanrk. Mr. Chairman, I have one more question. 

Mr. Brown. Mr. Vanik. 

Mr. Vanik.. What is the effect, Mr. Balderston, of the present pol- 
icy on the individual bank ? 

Mr. Bauperston. Are you referring to the—— 

Mr. Vanix. Let us talk about it from the standpoint of the in- 
dividual bank. What is the effect of the present policy on the indi- 
vidual bank, and to what extent will this help the individual bank 
over the country ¢ 

Mr. Bavperston. If you are thinking of a country bank 

Mr. Vanix. No, I am thinking just about a bank, an individual 
bank anywhere. I know the difference between the country bank and 
the city bank. That is described in your statement. I was wonder- 
ing if you could briefly give us a picture of what effect the present 
regulations have on the individual bank. 

Mr. Bavperston. The ability to count vault cash as part of its 
reserves will enable 

Mr, Vanikx. What I wanted to get to was the effect, the total effect, 
of present reserve policy on the individual bank, to help establish the 
need for this change. 

Mr. Bauperston. Well the need for this change stems primarily 
from inequitable results forced by the present law, plus the need 
pmahout the country for cash in the event of a national emergency, 
anc 

Mr. Vanix. That I understand. What I am getting to is this: A 
moment ago in response to my question you stated that present reserve 
policies require some member banks to put up with the Federal Re- 
serve more than their entire capital, their surplus, and their undivided 
profits. That has a pretty serious effect on some banks, has it not? 
It has a considerable effect on their strength or ability to do business, 
has it not ? 

Mr. Bavperson. The reserves which must be kept with the Federal 
Reserve banks are not earning assets. 

Mr. Vanik. There is no interest paid on them ? 
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Mr. Bauperston. There is no interest paid on them. They are not 
earning assets. They are, in a sense, the fulcrum by which the mone- 
tary authorities divide the total reserves that are considered correct 
among the several classes of banks. That is, the function of the re- 
‘erve requirement tool is one of distribution, to decide how much of 
the total reserve, of the total pool of reserves, at any given moment, 
shall be in New York and Chicago, the central Reserve city banks, or 
in the 49 Reserve city banks, or in the country banks. 

It is a tool for distributing the reserves as equitably as can be con- 
trived under the law among the commercial banks. 

Now a reserve requirement I have described as a fulcrum. The 
lower the reserve requirement, the more credit the commercial banking 
system can create from additional reserves. If the average reserve re- 
quirement were 10 percent, the commercial banking system could 
create more credit than if the average were 20 percent. 

But I thought your original question was to inquire as to how 
banks in general would be affected by this requirement. 'To answer 
that I would have to differentiate between the country banks and the 
central Reserve city banks, because the former keep on the average 
314 percent of vault cash, or vault cash equal to 314 percent of de- 
posits, and the latter only six-tenths of 1 percent. Obviously, unless 
adjustments, counteracting adjustments, were made, the vault cash 
provision would benefit the country banks more than the central 
Reserve city banks. 

The provisions to take care of those isolated cases where a bank that 
is truly a country bank happens to be located in a finacial district 
somewhere, that is a matter of just plain equity for a relatively few 
small banks. 

Mr. Brown. Mr. Balderston, Mr. Vanik a moment ago made the 
statement that this bill gave oe more discretion. In what field does 
it give you more discretion? I thought you had practically about 
all the discretion you wanted except about the character of a bank. 

Mr. Batperston. As you suggest, the discretion sought is in a nar- 
row area. We would like to take care of these small banks that we 
think are, by the present law, inequitably treated. This bill provides 
the Board with needed flexibility without significant broadening of 
the discretion it now has with respect to the classification of individual 
banks. It narrows the present discretion of the Board with respect 
to the range of variation in reserve requirements. 

Mr. Brown. You will continue to be able to lower and raise reserve 
requirements under the provisions of this bill; is that not correct ? 

r. Batperston. That is right. 

Mr. Brown. You will still have that discretion ? 

Mr. Baxperston. We still do. 

Mr. Brown. For central Reserve cities, your discretion would be 
narrowed by the bill from a range of 13 to 26 percent to a range of 
10 to 20 percent. Is that right? 

Mr. Bautperston. That is correct. 

Mr. Brown. Very well. It appears to me that the effect of these 
proposed changes in the law does not broaden your powers. Actually, 
in one instance your powers are reduced and in another they are 
increased. 

We are glad to have your testimony. You may be excused. 





(The following questions, referred to at p. 319, were submitted to 
Federal Reserve Board by Hon. Abraham J. Multer:) 


REPLIES TO QUESTIONS PROPOUNDED ON BEHALF OF REPRESENTATIVE MULTER TO 
THE FEDERAL RESERVE BOARD IN RE H.R. 5237 


1. Please supply the date of enactment, the citation, and the text of the 
statute which first required reserves to be maintained by members of the 
Federal Reserve System together with the following: 

The legislative history of this enactment, stating the reasons given there- 
for by its proponents and the objectives they sought to achieve by the re- 
quirement. 

Member banks of the Federal Reserve System were first required to maintain 
reserves by provisions of the Federal Reserve Act, approved December 23, 
1913 (38 Stat. 251). The text of the provisions of that act relating to reserves 
is set forth below: 

“Sec. 11. The Federal Reserve Board shall be authorized and empowered: 


* * * * * * * 


“(c) To suspend for a period not exceeding thirty days, and from time to 
time to renew such suspension for periods not exceeding fifteen days, any 
reserve requirement specified in this Act: * * * 

a * * * * * * 


“(e) To add to the number of cities classified as reserve and central reserve 
cities under existing law in which national banking associations are subject to 
the reserve requirements set forth in section 20 of this Act; or to reclassify 
existing reserve and central reserve cities or to terminate their designation as 
such. 

* * * a * * s 


“Sec. 19. Demand deposits within the meaning of this Act shall comprise 
all deposits payable within thirty days, and time deposits shall comprise all 
deposits payable after thirty days, and all savings accounts and certificates of 
deposit which are subject to not less than thirty days’ notice before payment. 

“When the Secretary of the Treasury shall have officially announced, in such 
manner as he may elect, the establishment of a Federal reserve bank in any 
district, every subscribing member bank shall establish and maintain reserves 
as follows: 

“(a) A bank not in a reserve or central reserve city as now or hereafter 
defined shall hold and maintain reserves equal to 12 per centum of the aggregate 
amount of its demand deposits and 5 per centum of its time deposits, as follows: 

“In its vaults for a period of thirty-six months after said date five-twelfths 
thereof and permanently thereafter four-twelfths. 

“In the Federal reserve bank of its district, for a period of twelve months 
after said date, two-twelfths, and for each succeeding six months an additional 
one-twelfth, until five-twelfths have been so deposited, which shall be the amount 
permanently required. 

“For a period of thirty-six months after said date the balance of the reserves 
may be held in its own vaults, or in the Federal reserve bank, or in national 
banks in reserve or central reserve cities as now defined by law. 

“After said thirty-six months’ period said reserves, other than those herein- 
before required to be held in the vaults of the member bank and in the Federal 
reserve bank, shall be held in the vaults of the member bank or in the Federal 
reserve bank, or in both, at the option of the member bank. 

“(b) A bank in a reserve city, as now or hereafter defined, shall hold and 
maintain reserves equal to fifteen per centum of the aggregate amount of its 
demand deposits and five per centum of its time deposits, as follows: 

“In its vaults for a period of thirty-six months after said date six-fifteenths 
thereof, and permanently thereafter five-fifteenths. 

“In the Federal reserve bank of its district for a period of twelve months 
after the date aforesaid at least three-fifteenths and for each succeeding six 
months an additional one-fifteenth, until six-fifteenths have been so deposited, 
which shall be the amount permanently required. 

“For a period of thirty-six months after said date the balance of the reserves 
may be held in its own vaults, or in the Federal reserve bank, or in national 
banks in reserve or central reserve cities as now defined by law. 
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“After said thirty-six months’ period all of said reserves, except those herein- 
before required to be held permanently in the vaults of the member bank and in 
the Federal reserve bank, shall be held in its vaults or in the Federal reserve 
bank, or in both, at the option of the member bank. 

“(e) A bank in a central reserve city, a now or hereafter defined, shall 
hold and maintain a reserve equal to eighteen per centum of the aggregate 
amount of its demand deposits and five per centum of its time deposits, as 
follows: 

“Tn its vaults six-eighteenths thereof. 

“Tn the Federal reserve bank seven-eighteenths. 

“The balance of said reserve shall be held in its own vaults or in the Federal 
reserve bank, at its option. 

‘Any Federal reserve bank may receive from the member banks as reserves, 
not exceeding one-half of each installment, eligible paper as described in 
section fourteen properly indorsed and aceptable to the said reserve bank. 

“Tf a State bank or trust company is required by the law of its State to 
keep its reserves either in its own vaults or with another State bank or trust 
company, such reserve deposits so kept in such State bank or trust company 
shall be construed, within the meaning of this section, as if they were reserve 
deposits in a national bank in a reserve or central reserve city for a period of 
three years after the Secretary of the Treasury shall have officially announced 
the establishment of a Federal reserve bank in the district in which such State 
bank or trust company is situate. Except as thus provided, no member bank 
shall keep on deposit with any nonmember bank a sum in excess of ten per 
centum of its own paid-up capital and surplus. No member bank shall act as the 
medium or agent of a nonmember bank in applying for or receiving discounts 
from a Federal reserve bank under the provisions of this Act except by permis- 
sion of the Federal Reserve Board. 

“The reserve carried by a member bank with a Federal reserve bank may, 
under the regulations and subject to such penalties as may be prescribed by 
the Federal Reserve Board, be checked against and withdrawn by such member 
bank for the purpose of meeting existing liabilities: Provided, however, That no 
bank shall at any time make new loans or shall pay any dividends unless and 
until the total reserve required by law is fully restored. 

“In estimating the reserves required by this Act, the net balance of amounts 
due to and from other banks shall be taken as the basis for ascertaining the 
deposits against which reserves shall be determined. Balances in reserve banks 
due to member banks shall, to the extent herein provided, be counted as reserves. 

“National banks located in Alaska or outside the continental United States 
may remain nonmember banks, and shall in that event maintain reserves and 
comply with all the conditions now provided by law regulating them; or said 
banks, except in the Philippine Islands, may, with the consent of the Reserve 
Board, become member banks of any one of the reserve districts, and shall, in 
that event. take stock, maintain reserves, and be subject to all the other provisions 
of this Act.” 

The reasons for the original reserve provisions and the objectives sought 
to be achieved, as reflected by the legislative history of these provisions, are 
stated in the following excerpt from the report of the House Banking and Cur- 
rency Committee (Rept. 69, 68d Cong., Sept. 9, 1913, at pp. 19-21). 

“At present the national banking act recognizes three systems of reserves: 

“(1) Those in central reserve cities, where banks are required to hold 25 
per cent of their deposit liabilities in actual cash in the vaults, while banks 
situated outside of such cities are allowed to make certain deposits with them 
which shall count as a part of the reserves of such outside banks. 

“(2) Those in reserve cities, 47 in number, which are required to keep a nom- 
inal reserve of 25 percent, 12% per cent of this being in cash in their own vaults, 
while 12% per cent may consist of deposits with banks in central reserve cities. 

“(3) Those in the ‘country,’ by which is meant all places outside of central 
reserve and reserve cities, it being required that such banks shall nominally 
keep 15 per cent of their deposit liabilities, of which 6 percent is held in cash 
in their vaults and 9 per cent may be held in the form of balances with other 
banks in reserve and central reserve cities. 

“The original reason for creating this so-called ‘pyramidal’ system of re- 
serves was that inasmuch as central banking institutions were absent, and 
inasmuch as banks outside of centers were obliged to keep exchange funds on 
deposit with other banks in such centers, it was fair to allow exchange balances 
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with such centrally located banks to count as reserves inasmuch as they were 
presumably at all times available in cash. This is an absolutely anomalous and 
unique system, found nowhere outside of the United States, and dangerous in 
proportion as the number of the reserve centers thus recognized increases beyond 
a prudent number. * * * As matters have developed, it has been vicious in the 
extreme. Coupled with the inelasticity of the bank currency, the system has 
tended to create periodical stringencies and periodical plethoras of funds. Banks 
in the country districts unable to withdraw notes and contract credit when they 
have seen fit to do so, because of the rigidity of the bond-secured currency, have 
redeposited such funds with other banks in reserve and central reserve cities and 
have thus built up the balances which they were entitled to keep there as a part 
of their reserves. Moreover, the practice of thus redepositing funds having been 
once established, it has been carried to extreme lengths, and at times has been 
decidedly injurious in its influence. The payment of interest on deposits by 
banks in the centers has been used for the purpose of attracting to such banks 
funds which otherwise would have gone to other centers or to other banks in 
the same centers or which would have been retained at home. The funds thus 
redeposited, even when not attracted by any artificial means, have of course 
constituted a demand liability, and have been so regarded by the banks to which 
they were intrusted. 

“In consequence, such banks have sought to find the most profitable means of 
employment for their resources and at the same time to have them in such con- 
dition as would permit their prompt realization when demanded by the deposit- 
ing banks which put them there. The result has been an effort on the part of 
the national banks, particularly in central reserve cities, to dispose of a sub- 
stantial portion of their funds in call loans protected by stock-exchange collateral 
as a rule. This was on the theory that, inasmuch as listed stock-exchange 
securities could be readily sold, cali loans of this type were for practical pur- 
poses equivalent to cash in hand. The theory is of course close enough to the 
facts when an effort to realize is made by only one or few banks, but is entirely 
erroneous whenever the attempt to withdraw deposits is made by a number of 
banks simultaneously. At such times, the banks in central reserve and reserve 
cities are wholly unable to meet the demands that are brought to bear on them 
by country banks; and the latter, realizing the difficulties of the case, seek to 
protect themselves by an unnecessary accumulation of cash which they draw 
from their correspondents, thereby weakening the latter and frequently strength- 
ening themselves to an undue degree. Under such circumstances the reserves 
of the country, which ought to constitute a readily available homogeneous fund, 
ready for use in any direction where sudden necessities may develop, are in fact 
seattered and entirely lose their efficiency and strength owing to their being 
diffused through a great number of institutions in relatively small amount and 
thereby rendered nearly unavailable. This evil has been met in times past by 
the suspension of specie payments by banks and by the substitution of unau- 
thorized and extralegal substitutes for currency in the form of cashiers’ checks, 
clearing-house certificates and other methods of furnishing a medium of ex- 
change. Needless to say such a method of meeting the evil is the worst kind 
of makeshift and is only somewhat better than actual disaster. 

“The committee believes that the only way to correct this condition of affairs 
is to provide for the holding of reserves by duly qualified institutions which shall 
act primarily in the public interest and whose motives and conduct shall be so 
absolutely well known and above suspicion as to inspire unquestioning confidence 
on the part of the community. It believes that the reserve banks which it proposes 
to provide for will afford such a type of institutions and that they may be made 
the effective means for the holding of the liquid reserve funds of the country to 
the extent that the latter are not needed in the vaults of the banks themselves. 
To meet this end it proposes that every bank which shall become a stockholder 
in the new reserve banks shall place with the Federal reserve bank of its district 
a portion of its own reserve equal ultimately to 5 per cent of its demand deposits. 
Country banks would be required to keep 5 per cent in their own vaults, while the 
remaining 2 of a required total of 12 per cent might be at home or in the reserve 
bank of the district. In the case of reserve and central reserve cities the com- 
mittee has felt that the change in their position as reserve-holding banks acting 
for other banks called for a corresponding change in the cash to be held by these 
banks. It has therefore reduced the gross reserve requirements from 25 to 18 
per cent of deposits and the cash in vault requirement from 25 per cent in the 
central reserve cities to 9 per cent and from 12% per cent in the reserve cities 





to 9. This places the two classes of reserve cities on an equal basis, leaves each 
ultimately with 9 per cent cash, requires each to keep 5 per cent in the reserve 
bank of the district, and permits each to keep a final 2 or 4 per cent either there 
or in its own vaults. 

“A period of three years is granted during which the deposits of country banks 
may be kept with the present correspondent banks in order that the latter may 
not be unduly embarrassed by sudden withdrawals while the new reserve banks 
will not be as suddenly compelled to provide for using a very large quantity of 
funds * * *,” 

Further and more detailed discussion of the purposes of the reserve provisions 
of the act may be found in the House committee report at pages 59-70; and in 
the report of the Senate Banking and Currency Committee (Rept. 133, 68d Cong., 
Nov. 22, 1913, pp. 11-18). 

In his principal statement regarding the bill on the floor of the House, Chairman 
Carter Glass, of the House Banking and Currency Committee, described the pur- 
poses of the reserve provisions of the act as follows (50 Congressional Record, 
4648, 4649) : 

“Under existing law we have permitted banks to pyramid credit upon credit 
and to call these credits reserves. It is a misnomer; they are not reserves. 
And when financial troubles come and the country banks call for their money 
with which to pay their creditors they find it all invested in stock-gambling 
operations. There is suspension of payment and the whole system breaks down 
under the strain, causing widespread confusion and almost inconceivable 
damage. 

“The avowed purpose of this bill is to cure this evil; to withdraw the reserve 
funds of the country from the congested money centers and to make them readily 
available for business uses in the various sections of the country to which they 
belong. This we propose to do cautiously, without any shock to the existing 
arrangement, graduating the operation to prevalent conditions and extending it 
over a period of 36 months. This affords ample time to the reserve and central 
reserve city banks to adjust themselves to the reserve requirements of the new 
system. Out of abundant precaution we have actually given them a longer time 
than the best practical bankers of the country have said was needed. * * * 
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“Section 22 of the bill provides for a revision of the existing reserves of 
national banking associations, which, under the present reserve system, are 
divided into three classes, (a) country banks, (b) reserve city banks (c) central 
reserve city banks. Country banks are required to hold 6 per cent of their 
deposit liabilities in lawful money and 9 percent in balances with other banks; 
reserve city banks are required to hold 12% per cent of their deposits in lawful 
money and 12% per cent in balances with other banks in central reserve cities; 
central reserve city banks are required to hold 25 per cent of their deposits 
(including those of other banks with them) in lawful money in their own vaults. 

“The aim of this measure is to transfer these reserves away from banks other 
than those to which they belong, so that ultimately bank reserves will be held 
partly in the vaults of the banks to which they belong, and partly in the regional 
reserve banks, the reserve banks taking the place of existing reserve city and 
central reserve city banks in their relation to member banks. 

“Carrying out this plan, it is provided (a) that 5 per cent of the outstanding 
deposits of all banks shall be carried in the new reserve banks; (b) 5 per cent 
of the deposits of present country banks to be carried in cash in their own 
vaults; (c) 2 per cent of the deposits of present country banks to be carried 
either in cash in their own vaults or as a balance with new reserve banks; 
(d) 9 per cent of the deposits of present reserve city and centrzl reserve city 
banks to be carried in cash in their own vaults; (e) 4 per cent of the deposits of 
present reserve city and central reserve city banks to be carried either in cash 
in their own vaults or as balances with the new reserve banks. 

“It may be here explained that the ‘balances’ spoken of can be obtained by 
rediscounting paper with the new reserve banks.” 

It should be noted that the above-quoted statements were made at a time 
when the pending bills would have prescribed the same reserve percentage (18 
percent) for both Reserve city and central Reserve city banks. This was 
changed in the Senate by adoption of the so-called Owen substitute bill which 
fixed the percentage at 15 percent, instead of 18 percent, for Reserve city banks. 
There was no clear explanation of the reasons for this change. 
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A discussion of the nature and purpses of the reserve provisions of the original 
Federal Reserve Act is contained in appendix A, page 1, attached to a document 
entitled “Proposed Legislation for Revision of Reserve Requirements” which 
was introduced into the record of the hearing on the bill H.R. 5237 on April 7, 
1959, hereafter referred to merely by its title. 

2. Please furnish the date of enactment, the citation, and text of each 
subsequent change in that statement, together with the legislative history 
thereof, the reasons given therefor by its sponsors and the objectives they 
sought to achieve thereby. 

The date of enactment, text, and legislative history of each amendment to the 
law regarding reserve requirements of member banks since the enactment of 
the Federal Reserve Act are set forth below : 


Act of August 15, 1914 (38 Stat. 691) 


“Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section nineteen, subsections (b) 
and (c) of the Act approved December twenty-third, nineteen hundred and 
thirteen, known as the Federal reserve Act, be amended and reenacted so as to 
read as follows: 

“*(b) A bank in a reserve city, as now or hereafter defined, shall hold and 
maintain reserves equal to fifteen per centum of the aggregate amount of its 
demand deposits and five per centum of its time deposits, as follows: 

“‘In its vaults for a period of thirty-six months after said date, six-fifteenths 
thereof, and permanently thereafter five-fifteenths. 

“‘In the Federal reserve bank of its district for a period of twelve months 
after the date aforesaid, at least three-fifteenths, and for each succeeding six 
months an additional one-fifteenth, until six-fifteenths have been so deposited, 
which shall be the amount permanently required. 

“‘RWor a period of thirty-six months after said date the balance of the reserves 
may be held in its own vaults, or in the Federal reserve bank, or in national 
banks in central reserve cities, as now defined by law. 

“After said thirty-six months’ period all of said reserves, except those herein- 
before required to be held permanently in the vaults of the member bank and in 
the Federal reserve bank, shall be held in its vaults or in the Federal reserve 
bank or in both, at the option of the member bank. 

“*(c) A bank in a central reserve city, as now or hereafter defined, shall hold 
and maintain a reserve equal to eighteen per centum of the aggregate amount of 
its demand deposits and 5 per centum of its time deposits, as follows: 

“In its vaults, six-eighteenths thereof. 

“*In the Federal reserve bank, seven-eighteenths. 

“*The balance of said reserves shall be held in its own vaults or in the Fed- 
eral reserve bank, at its option. 

“*Any Federal reserve bank may receive from the member banks as reserves 
not exceeding one-half of each installment, eligible paper as described in section 
thirteen properly indorsed and acceptable to the said reserve bank. 

“Tf a State bank or trust company is required or permitted by the law of its 
State to keep its reserves either in its own vaults or with another State bank or 
trust company or with a national bank, such reserve deposits so kept in such State 
bank, trust company, or national bank shall be construed within the meaning 
of this section as if they were reserve deposits in a national bank in a reserve or 
central reserve city for a period of three years after the Secretary of the Treas- 
ury shall have officially announced the establishment of a Federal reserve bank 
in the district in which such State bank or trust company is situate. Except as 
thus provided, no member bank shall keep on deposit with any nonmember bank 
a sum in excess of ten per centum of its own paid-up capital and surplus. No 
member bank shall act as the medium or agent of a nonmember bank in applying 
for or receiving discounts from a Federal reserve bank under the provisions of 
this Act except by permission of the Federal Reserve Board. 

“*The reserve carried by a member bank with a Federal reserve bank may, 
under the regulations and subject to such penalties as may be prescribed by the 
Federal Reserve Board, be checked against and withdrawn by such member 
bank for the purpose of meeting existing liabilities: Provided, however, That 
no bank shall at any time make new loans or shall pay any dividends unless and 
until the total reserve required by law is fully restored. 

“In estimating the reserves required by this Act, the net balance of amounts 
due to and from other banks shall be taken as the basis for ascertaining the bank 
deposits against which reserves shall be determined. Balances in reserve banks 
due to member banks shall, to the extent herein provided, be counted as reserves. 
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“*National banks located in Alaska or outside the continental United States 
may remain nonmember banks, and shall in that event maintain reserves and 
comply with all the conditions now provided by law regulating them; or said 
baaks, except in the Philippine Islands, may, with the consent of the Reserve 
Board, became member banks of any one of the reserve districts, and shall, in that 
event, take stock, maintain reserves, and be subject to all the other provisions 
of this Act.’ 

“Approved, August 15, 1914.” 

There was no significant legislative history indicating the purposes of this 
amendment. In brief, however, it is clear that the objective of the amendment 
was to permit State member banks, during the 3-year transition period allowed 
by the original Federal Reserve Act for changing reserve requirements, to count 
as reserves held with a national bank in a Reserve or central Reserve city, any 
amounts which the applicable State law permitted them to keep with other 
State or National banks. Prior to this amendment, such deposits could be so 
counted only when they were in other State banks and were required by 
State law to be kept in this manner, rather than merely permitted. 


Act of September 7, 1916 (39 Stat. 752) 


“Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Act entitled ‘Federal reserve 
Act,’ approved December twenty-third, nineteen hundred and thirteen, be, and 
is hereby, amended as follows: 

“At the end of section eleven insert a new clause as follows: 

“*(m) Upon the affirmative vote of not less than five of its members the 
Federal Reserve Board shall have power, from time to time, by general ruling, 
covering all districts alike, to permit member banks to carry in the Federal 
reserve banks of their respective districts any portion of their reserves now 
required by section nineteen of this Act to be held in their own vaults.’ ” 

Committee reports on this amendment do not indicate its purposes. It is 
obvious, however, from the language of the statute that it was intended only to 
permit member banks, with authorization of the Federal Reserve Board, to carry 
with the Federal Reserve banks any portion of their reserves previously required 
to be held in their own vaults. 


Act of June 21, 1917 (40 Stat. 239, sec. 10) 

“Sec. 10. That section nineteen be further amended and reenacted so as to 
read as follows: 

“Sec. 19. Demand deposits within the meaning of this Act shall comprise all 
deposits payable within thirty days, and time deposits shall comprise all deposits 
payable after thirty days, all savings accounts and certificates of deposit which 
are subject to not less than thirty days’ notice before payment, and all postal 
savings deposits. 

“‘Every bank, banking association, or trust company which is or which be- 
comes a member of any Federal reserve bank shall establish and maintain re- 
serve balances with its Federal reserve bank as follows: 

“*(a) If not in a reserve of central reserve city, as now are hereafter defined, 
it shall hold and maintain with the Federal reserve bank of its district an actual 
net balance equal to not less than seven per centum of the aggregate amount of its 
demand deposits and three per centum of its time deposits. 

“*(b) If in a reserve city, as now or hereafter defined, it shall hold and main- 
tain with the Federal reserve bank of its district an actual net balance equal to 
not less than ten per centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits. 

“*(c) If in a central reserve city, as now or hereafter defined, it shall hold 
and maintain with the Federal reserve bank of its district and actual net balance 
equal to not less than thirteen per centum of the aggregate amount of its demand 
deposits and three per centum of its time deposits. 

“*No member bank shall keep on deposit with any State bank or trust company 
which is not a member bank a sum in excess of ten per centum of its own paid-up 
capital and surplus. No member bank shall act as the medium or agent of a 
nonmember bank in applying for or receiving discounts from a Federal reserve 
bank under the provisions of this Act, except by permission of the Federal Re- 
serve Board. 

“ “The required balance carried by a member bank with a Federal reserve bank 
may, under the regulations and subject to such penalties as may be prescribed by 
the Federal Reserve Board, be checked against and withdrawn by such member 
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bank for the purpose of meeting existing liabilities: Provided, however, That no 
bank shall at any time make new loans or shall pay any dividends unless and 
until the total balance required by law is fully restored. 

“‘In estimating the balances required by this Act, the net difference of amounts 
due to and from other banks shall be taken as the basis for ascertaining the de- 
posits against which required balances with Federal reserve banks shall be 
determined. 

“ ‘National banks, or banks organized under local laws, located in Alaska or 
in a dependency or insular possession or any part of the United States outside 
the continental United States may remain nonmember banks, and shall in that 
event maintain reserves and comply with all the conditions now provided by law 
regulating them; or said banks may, with the consent of the Reserve Board, be- 
come member banks of any one of the reserve districts, and shall in that event 
take stock. maintain reserves, and be subject to all the other provisions of this 
Act.’” 

The report of the House Banking and Currency Committee (H. Rept. 35, 
65th Cong.), at page 6, stated that the purpose of this amendment was to “amend 
and reenact section 19 of the Federal Reserve Act so as to reduce the statutory 
reserves of member banks and to require all of the reserves of these banks to 
be deposited in the Federal Reserve banks. The primary purpose of the pro- 
posed change is to increase the gold holdings of the Federal Reserve System so 
as to enable the system the better to withstand any exigency that may ensue 
by reason of conditions that might arise out of the European war. * * * The 
law thus modified would leave to the business judgment and discretion of 
member banks the determination of the amount of currency they should carry 
in their own vaults. * * *” 

The effects of the 1917 amendments to the law are discussed at pages 3 and 4 
of appendix A to the document entitled ‘Proposed Legislation for Revision of 
Reserve Requirements.” 

Act of September 26, 1918 (40 Stat 967, sec. 4) 

“Sec. 4. That paragraphs (b) and (c) of section nineteen of the Federal 
reserve Act, as amended by the Acts approved August fifteenth, nineteen hundred 
and fourteen, and June twenty-first, nineteen hundred and seventeen, be further 
amended and reenacted to read as follows: 

““(b) If in a reserve city, as now or hereafter defined, it shall hold and 
maintain with the Federal reserve bank of its district an actual net balance 
equal to not less than ten per centum of the aggregate amount of its demand 
deposits and three per centum of its time deposits: Provided, however, That if 
located in the outlying districts of a reserve city or in territory added to such 
a city by the extension of its corporate charter, it may, upon the affirmative 
vote of five members of the Federal Reserve Board, hold and maintain the 
reserve balances specified in paragraph (a) hereof. 

“*(e) If in a central reserve city, as now or hereafter defined, it shall hold 
and maintain with the Federal reserve bank of its district an actual net balance 
equal to not less than thirteen per centum of the aggregate amount of its demand 
deposits and three per centum of its time deposits: Provided, however, That if 
located in the outlying districts of a central reserve city or in territory added to 
such city by the extension of its corporate charter, it may, upon the affirmative 
vote of five members of the Federal Reserve Board, hold and maintain the reserve 
balances specified in paragraphs (a) or (b) thereof.’ ” 

The report of the House Banking and Currency Committee (H. Rept. 479, 
65th Cong.) at page 3, stated that the objective of this amendment was to permit 
the Federal Reserve Board ‘“* * * upon the affirmative vote of five members, to 
require national banks located in outlying districts of a Reserve city or in 
territory added to such city by an extension of its corporate charter to main- 
tain only such reserves as are required to be maintained by country banks; and 
to require national banks similarly located in central Reserve cities or in terri- 
tory similarly added to such cities to maintain only such reserves as are re- 
quired to be maintained by country banks or by banks in Reserve cities. The 
business of such banks may be, and very often is, local in its character. The 
conditions applying to large banks in Reserve and central Reserve cities which 
call for the maintenance of a greater reserve do not apply to such banks. It is 
often a disadvantage, if not a hardship, to require such banks to maintain these 
larger reserves. The committee feels, therefore, that the board should have 
authority to modify the reserve requirements of these banks.” 
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Act of March 3, 1919 (40 Stat. 1315, sec. 8) 

“Src. 8. That section eleven of the Federal reserve Act as amended by the Act 
of September seventh, nineteen hundred and sixteen, be further amended by 
striking out the whole of subsection (m) and by substituting therefor a sub- 
section to read as follows: 

“*(m) Upon the affirmative vote of not less than five of its members, the 
Federal Reserve Board shall have power to permit Federal reserve banks to 
discount for any member banks notes, drafts, or bills of exchange bearing the 
signature or endorsement of any one borrower in excess of the amount per- 
mitted by section nine and section thirteen of this Act, but in no case to exceed 
twenty per centum of the member bank’s capital and surplus: Provided, how- 
ever, That all such notes, drafts, or bills of exchange discounted for any mem- 
ber bank in excess of the amount permitted under such sections shall be secured 
by not less than a like face amount of bonds or notes of the United States issued 
since April twenty-fourth, nineteen hundred and seventeen, or certificates of 
indebtedness of the United States: Provided further, That the provisions of this 
subsection (m) shall not be operative after December thirty-first, nineteen 
hundred and twenty.’” 

This amendment had the effect of repealing the new material that had been 
added in section 11(m) of the act by the amendment of September 7, 1916. The 
report of the House Banking and Currency Committee (H. Rept. 1026, 65th 
Cong., p. 3) made the following statement with respect to the amendment: 

“Subsection (m) is eliminated because it is now surplusage. The amend- 
ment to the Federal Reserve Act which removed all requirements for the carry- 
ing ef reserves by member banks in their own vaults has eliminated the neces- 
sity for subsection (m).” 


Act of May 12, 1933 (48 Stat. 54, sec. 46) 

“Sec. 46. Section 19 of the Federal Reserve Act, as amended, is amended by 
inserting immediately after paragraph (c) thereof the following new paragraph: 

“ ‘Notwithstanding the foregoing provisions of this section, the Federal Re- 
serve Board, upon the affirmative vote of not less than five of its members and 
with the approval of the President, may declare that an emergency exists by 
reason of credit expansion, and may by regulation during such emergency in- 
erease or decrease from time to time, in its discretion, the reserve balances 
required to maintained against either demand or time deposits.’ ” 

There was no significant legislative history regarding this new provision auth- 
orizing the Federal Reserve Board to change reserve requirements. However, 
Senator Fletcher, chairman of the Senate Banking and Currency Committee, 
stated during the debates in Congress: 

“Mr. FLercHer. Mr. President, in a few minutes I expect to submit the report 
to the Senate on the so-called Thomas amendment. There isa provision inserted 
by the committee to the effect that the Federal Reserve Board shall have the 
power to increase or decrease the reserves required by the Federal Reserve 
banks. That will of itself check inflation, if a check shall be needed” (77 Con- 
gressional Record 2078). 

Further discussion of this amendment will be found on page 5 of appendix A 
to “Proposed Legislation for Revision of Reserve Requirements.” 


Act of August 23, 1935 (49 Stat. 714,715) 

“Sec. 207. The sixth paragraph of section 19 of the Federal Reserve Act, as 
amended, is amended to read as follows: 

“ ‘Notwithstanding the other provisions of this section, the Board of Gov- 
ernors of the Federal Reserve System, upon the affirmative vote of not less 
than four of its members, in order to prevent injurious credit expansion or con- 
traction, may by regulation change the requirements as to reserves to be main- 
tained against demand or time deposits or both by member banks in reserve and 
central reserve cities or by member banks not in reserve or central reserve cities 
or by all member banks; but the amount of the reserves required to be main- 
tained by any such member bank as a result of any such change shall not be 
less than the amount of the reserves required by law to be maintained by such 
bank on the date of enactment of the Banking Act of 1935 nor more than twice 
such amount.’ ” 























“Sec. 324. (a) The first paragraph of section 19 of the Federal Reserve Act, 
as amended, is amended to read as follows: 

“ ‘Seo, 19. The Board of Governors of the Federal Reserve System is author- 
ized, for the purposes of this section, to define the terms “demand deposits”, 
“gross demand deposits”, “deposits payable on demand”, “time deposits”, “sav- 
ings deposits”, and “trust funds”, to determine what shall be deemed to be a 
payment of interest, and to prescribe such rules and regulations as it may 
deem necessary to effectuate the purposes of this section and prevent evasions 
thereof: Provided, That, within the meaning of the provisions of this section 
regarding the reserves required of member banks, the term “time deposits” 
shall include “savings deposits”’.’ 

“(b) The tenth paragraph of such section 19 is amended to read as follows: 

“‘In estimating the reserve balances required by this Act, member banks 
may deduct from the amount of their gross demand deposits the amounts of 
balances due from other banks (except Federal Reserve banks and foreign 
banks) and cash items in process of collection payable immediately upon 
presentation in the United States, within the meaning of these terms as defined 
by the Board of Governors of the Federal Reserve System.’ ” 

* * * ® x * & 


“(d) Such section 19 is amended by adding at the end thereof the following 
new paragraph : 

“ ‘Notwithstanding the provisions of the First Liberty Bond Act, as amended, 
the Second Liberty Bond Act, as amended, and the Third Liberty Bond Act, 
as amended, member banks shall be required to maintain the same reserves 
against deposits of public moneys by the United States as they are required by 
this section to maintain against other deposits.’ ” 

A discussion of the changes in the law regarding the Board’s authority to 
increase or decrease reserve requirements will be found at pages 5-7 of ap- 
pendix A to “Proposed Legislation for Revision of Reserve Requirements.” A 
discussion of the changes made by the 1935 amendment in the method of com- 
puting required reserves is contained at page 4 of the same document. 

The purposes of Congress in 1935 in broadening the authority of the Board 
to change reserve requirements were set forth as follows in the report of the House 
Banking and Currency Committee: 

“Section 209 amends section 19 of the Federal Reserve Act, as amended by the 
Thomas amendment, so as to permit the Fede#al Reserve Board, without the 
necessity of approval of the President and without declaring the existence of an 
emergency, to decrease the reserve requirements in order to prevent injurious 
credit contraction as well as to increase the reserve requirements in order to 
prevent injurious credit expansion. Changes might be made applicable to demand 
or time deposits or both and might be made different in two different.classes of 
cities: (1) Reserve and central Reserve cities and (2) non-Reserve cities. 

“This proposal represents a clarification and modification of a power which the 
Board now possesses under the Thomas amendment. The present law provides 
that the Board, in order to change reserve requirements, must obtain authority 
from the President. It does not seem desirable to require Presidential approval 
for action which should be within the competence of the Federal Reserve Board. 

“It is essential to give the Board more authority in controlling. credit condi- 
tions in view of the possibility of dangerous credit expansion on the basis of 
existing member bank reserves, and also in order to give the Board another in- 
strument for easing credit conditions if at some time in the future that policy 
should become in the public interest. 

“Changes in reserve requirements are similar in their effects to open-market 
operations, although they differ from those operations in the fact that they di- 
rectly and immediately affect a wider group of banks. It is probable that. ordi- 
narily these powers would not be used; but, in view of the very large volume of 
available excess reserves and the possibility of credit expansion on these reserves, 
it is important to clarify the Federal Reserve Board’s power to arrest inflation” 
(H. Rept. 742, 74th Cong., p. 13). 

The report of the Senate Committee on Banking and Currency contained the 
following: 

“Section 209 of the bill as it passed the House authorized the Federal Reserve 
Board, in order to prevent injurious credit expansion or contraction, to change 
by regulation the requirements as to reserves to be maintained against demand 
or time deposits or both by member banks in reserve and central reserve cities 
or by member banks not in reserve or central reserve cities or by all member 
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banks. This provision has been modified by section 206 of the bill as reported 
by the committee so as to provide that the power to change the requirements as to 
reserves be conditioned upon an affirmative vote of not less than five members of 
the Board of Governors of the Federal Reserve System, and a limitation has 
been added that the amount of the statutory reserves required to be maintained 
under existing law may not be decreased, nor increased to more than twice such 
amount” (S. Rept. 1007, 74th Cong., p. 13). 

In the Senate debates Senator Glass made the following statement as to the 
changes made by the Senate committee : 

“T have not referred to the reserve requirements of the bill as it came over 
from the House, but the committee wisely, I think, and as the committee unani- 
mously thought, insists upon the retention of a statutory reserve, or a reserve 
and enacted into law by the Congress itself and not left to the doubtful or ignorant 
judgment or whim of any bureau here in Washington. Under the proposition as 
originally presented, the central board here could destroy any business or ruin 
any section of this country from Maine to California, or from the Great Lakes 
to Texas. 

“The Board was given complete control of the reserves of member banks. It 
could determine whether the textile business was overproduced, whether the steel 
or the coal business was overproduced, whether the wheat crop or flour mill prod- 
ucts were overproduced, and if, in its view, there was overproduction, the Board 
could so fix the reserves of the member banks as to deny credit to such industries. 
No such stupendous authority was ever granted to any central board in any 
civilized country on earth. 

“The pending bill provides that the existing reserves of 7 percent, 10 percent, 
and 13 percent may not be reduced— * * * —and that they may not be increased 
beyond a certain percentage. We declined to leave to the discretion of a board 
here in Washington or anywhere else the determination of a matter of this sort” 
(79 Congressional Record, pt. 11, p. 11827, July 25, 1935). 

The reasons for the amendments in 1935 authorizing the Board to define 
certain terms and with respect to the method of computing reserves were ex- 
plained in the report of the House Banking and Currency Committee as follows: 

“Section 323(a) amends section 19 of the Federal Reserve Act so as to repeal 
the rigid statutatory definitions of ‘demand deposits’ and ‘time deposits’ and 
authorizes the Federal Reserve Board to define for the purposes of the section 
the terms: ‘Demand deposits,’ ‘gross demand deposits,’ ‘deposits payable on 
demand,’ ‘time deposits,’ ‘savings deposits,’ and ‘trust funds,’ to determine what 
is to be deemed a payment of interest and to prescribe regulations to effectuate 
the purposes of the section. 

“Section 323(b) amends section 19 of the Federal Reserve Act so that, for 
purposes of computing member bank reserves, amounts due from other banks 
(including checks in process of collection) may be deducted from gross demand 
deposits rather than from balances due to other banks, thus extending the 
benefits of this deduction to country banks which have no balances due to other 
banks” (H.R. 742, 74th Cong., p. 21). 

With respect to the change as to reserves against deposits of Government 
funds, the same report stated (p. 22) : 

“Section 323(d) amends section 19 of the Federal Reserve Act by adding 
a new paragraph requiring member banks to keep the same reserves against 
deposits of the United States as against other deposits, thus repealing the ex- 
emption contained in the Liberty Bonds Act.” 


Act of July 7, 1942 (56 Stat. 648) 

“Sec. 2. The sixth paragraph of section 19 of the Federal Reserve Act, as 
amended (U.S.C., title 12, sec. 462b), is amended to read as follows: 

“ ‘Notwithstanding the other provisions of this section, the Board of Gover- 
nors of the Federal Reserve System, upon the affirmative vote of not less than 
four of its members, in order to prevent injurious credit expansion or contrac- 
tion, may by regulation change the requirements as to reserves to be main- 
tained against demand or time deposits or both (1) by member banks in central 
reserve cities or (2) by member banks in reserve cities or (3) by member banks 
not in reserve or central reserve cities or (4) by all member banks; but the 
amount of the reserves required to be maintained by any such member bank 
asa result of any such change shall not be less than the amount of the reserves 
required by law to be maintained by such bank on the date of enactment of 
the Banking Act of 1935 nor more than twice such amount.’ 
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“Sec. 3. The ninth paragraph of section 19 of the Federal Reserve Act, as 
amended (U.S.C., title 12, sec. 464), is amended by striking out the proviso 
thereof, so that the paragraph will read as follows: 

“The required balance carried by a member bank with a Federal Reserve 
bank may, under the regulations and subject to such penalties as may be pre- 
scribed by the Board of Governors of the Federal Reserve System, be checked 
against and withdrawn by such member bank for the purpose of meeting exist- 
ing liabilities.’ ”’ 

In explanation of this change the report of the Senate Banking and Currency 
Committee stated : 

“Section 2 of the bill amends section 19 of the Federal Reserve Act so as 
to authorize the Board of Governors of the Federal Reserve System to change 
the reserve requirements of member banks in central Reserve cities, within the 
limits of the present law, without necessarily making a change in the reserve 
requirements of member banks in Reserve cities. Under the present law the 
Board of Governors of the Federal Reserve System, in order to prevent in- 
jurious credit expansion or contraction, may change the requirements as to the 
maintenance of reserves by banks located in Reserve and central Reserve cities 
or by member banks located elsewhere, but it may not change the reserve re- 
quirements of member banks in central Reserve cities without at the same time 
changing those of member banks in Reserve cities. In order to provide the 
necessary flexibility with respect to reserve requirements, especially in con- 
nection with heavy withdrawals of deposits from banks throughout the country 
in order to meet Federal tax liabilities and to prevent a depressing effect upon 
the Government security market as a result of such withdrawals, it is felt that 
the Board of Governors should be empowered to change the reserve require- 
ments of member banks in central Reserve cities without, at the same time, 
changing the reserve requirements of other member banks” (S. Rept. 1523, p. 1, 
77th Cong.). 

Act of April 13, 1943 (57 Stat. 65) 

“Sec. 2. The last sentence of section 19 of the Federal Reserve Act (U.S.C., 
title 12, sec. 462a—1) be amended by substituting a colon for the period at the 
end thereof and by adding the following: ‘Provided, That until six months after 
the cessation of hostilities in the present war as determined by proclamation 
of the President or concurrent resolution of the Congress no deposit payable 
to the United States by any member bank arising solely as the result of 
subscriptions made by or through such member bank for United States Govern- 
ment securities issued under authority of the Second Liberty Bond Act, as 
amended, shall be subject to the reserve requirements of this section.’ ” 

This amendment merely provided an exception from reserve requirements 
with respect to deposits of the United States, an exception which by its terms 
is no longer in effect. 


Joint Resolution of August 16, 1948 (62 Stat. 1291) 


“Notwithstanding any other provision of law, the Board of Governors of 
the Federal Reserve System, in order to prevent injurious credit expansion, 
may by regulation change the requirements as to reserves to be maintained 
pursuant to this section against demand or time deposits or both (1) by member 
banks in central reserve cities, or (2) by member banks in reserve cities, or 
(3) by member banks not in reserve or central reserve cities, or (4) by all 
member banks; but no such change shall have the effect of requiring any such 
member bank to maintain a reserve balance against its time deposits in an 
amount equal to more than 71% per centum thereof, or a reserve balance against 
its demand deposits in an amount equal to more than 30 per centum thereof if 
such bank is in a central reserve city, 24 per centum thereof if in a reserve 
city, or 18 per centum thereof if not in a reserve or central reserve city. No 
change in reserve requirements made under authority of this paragraph shall 
continue in effect after June 30, 1949.” 

In connection with this resolution, the House Banking and Currency Com- 
mittee stated : 

“The administration proposal would authorize increases up to 10 percentage 
points in the reserves of all member banks maintained against net demand 
deposits and an increase of up to 4 percentage points in the reserve against 
time deposits of all member banks. This is the first time that this committee 
has been presented with a formal proposal either from the administration or 
from the Federal Reserve to give consideration to any increase in these pri- 
mary reserve requirements. None of the administration witnesses appearing 











before the committee would state how much, if any, increase would be made 
in reserve requirements if this most substantial increase in reserve requirement 
authority was granted. The power would be so broad that if abused, it might 
well cause a serious upset in the banking structure of the country resulting 
from a possible widespread calling of commercial loans and heavy liquidation of 
Government securities. The committee was reluctant to give any such broad 
grant of authority when no indication could be given of its possible use and 
particularly in view of the fact that the Federal Reserve even today has not 
made full use of the statutory reserve requirements applicable to the banks 
in the two most important banking centers of the country, namely, New York 
and Chicago. 

“For the past 12 years the greatest single change in reserve requirements 
made by the Federal Reserve at any one time has been 3% percentage points 
in the case of reserves against net demand deposits and 1 percentage point in 
reserves against net time deposits. The committee believed that it was appro- 
priate to limit this increase in reserve requirement authority, which under the 
provisions of the bill continues only until March 31, 1949, to an amount in 
keeping with past actual performance of the Federal Reserve Board. Accord- 
ingly, authority is granted for an increase up to a maximum of 3 percent in 
rserves required against net demand deposits and an increase of 1 percent in 
reserves required against time deposits of member banks of the System” (H. 
Rept. 2455, 80th Cong., Aug. 4, 1948, pp. 8, 9). 

This amendment by its terms expired on June 30, 1949. 

8. Please furnish a copy, with the date of promulgation, of each and 
every rule and regulation adopted by the Federal Reserve Board for its 
guidance in determining reserve requirements and changes therein, with 
reference to— 

(a) Banksin rural areas. 

(b) Banks in Reserve cities. 

(c) Banks in central Reserve cities. 

(ad) The granting of exemptions from or exceptions to Reserve city 
requirements. 

(ce) The granting of exemptions from or exceptions to central Re- 
serve city requirements. 

Regulations of the Board regarding reserve requirements of member banks, 
whether located in “rural areas,” Reserve cities or central Reserve cities, are 
contained in the Board’s regulation D. Originally issued in 1916, that regula- 
tion has been amended and revised on a number of occasions. A copy of the 
regulation as currently in effect is attached as appendix A. 

Pursuant to provisions of the statute and of regulation D the Board from 
time to time prescribes “supplements” to the regulation with respect to 
changes by the Board in reserve percentages. A copy of the currently effec- 
tive supplement to regulation D, effective April 17, 1958, is attached as ap- 
pendix B. 

The Board has prescribed no special regulations relating to the granting of 
exemptions from Reserve city and central Reserve city requirements. As indi- 
cated hereafter in the answer to question 24, such exceptions are made by the 
Board with respect to individual member banks in outlying districts in Reserve 
and central Reserve cities pursuant to authority contained in section 19 of the 
Federal Reserve Act. That authority is paraphrased in section 2(a) of the 
Board's regulation D. 

While not issued in the form of regulations, the Board has published rules 
regarding the classification of Reserve and central Reserve cities. The text 
of the Board’s original rule on this subject, dated December 19, 1947, is set 
forth in appendix B to “Proposed Legislation for Revision of Reserve Require- 
ments” at pages B-2 through B—-5. That rule was published in the January 1948 
issue of the Federal Reserve bulletin at page 40. An amendment to the rule, 
adopted effective March 1, 1957, was published in the March 1957 issue of the 
Federal Reserve bulletin at page 276. 

4. We know that increasing or decreasing reserve requirements affects the 
aggregate amount of credit available from member banks. 

Please give us the dates and facts relative to each change in reserve re- 
quirements ordered by the Federal Reserve Board since its inception also 
indicating what change, if any, in the discount rate was ordered at the same 
time and what result was desired to be obtained by the change ordered in 
reserve requirements. 

(a) What was the annual rate of inflation prior to each increase? 











(bv) What was the annual rate of inflation after each increase? 


(c) Did inflation follow or increase after any decrease? 


ones? 


If so, which 


(d) Did inflation or a recession follow after any increase? If so, which 


ones? 


Data in response to the first part of question 4 are shown on the attached 


table. 


With respect to parts (a) through (d) of this question, the attached charts 
show each change in reserve requirements against the index of industrial pro- 
duction and the Consumer Price Index. 

From this information it is possible for the reader to form his own judgment 
as to the answers to the questions raised. As is apparent from the charts, the 
answers would depend on the period preceding or following each reserve require- 
ment change which is regarded as relevant. 





Reserve requirements 


Discount rates 


Basis of action 





Date 
DE inesusicdsaccensacail 
a 
Se Rae EE 


1937, March-May-.-...- 


OU. a aan 





39404— 59-6 


Reserve requirements estab- 


lished at 18 percent for 
central Reserve city 
banks, 15 percent for Re- 
serve city banks, and 12 
percent for country banks, 
against demand deposits; 
5 percent against time de- 
= at all member 
anks 


Reduced to 13 percent at 


central Reserve city 
banks, 10 percent at Re- 
serve city banks, and 7 
percent at country banks, 
against demand deposits; 
to 3 percent against time 
deposits at all member 
banks. 


Acting under authority 


granted to Board by 
Banking Acts of 1933 and 
1935 to make changes in 
member bank reserve re- 
quirements for credit and 
monetary regulation pur- 
poses, reserve require- 
ments were raised to 19} 
percent at central Reserve 
city banks, 15 percent at 
Reserve city banks, and 
104% percent at country 
banks, against demand 
deposits; to 4% percent 
against time deposits at all 
member banks. 


Raised to legal maximums of 26 


percent at central Reserve 
city banks, 20 percent at 
Reserve city banks, and 
14 percent at country 
banks, against demand 
deposits; to 6 percent 
against time deposits at all 
member banks. 


Reduced to 2234 percent at 


central Reservecity banks, 
17% percent at Reserve 
city banks, and 12 percent 
at country banks, against 
demand deposits; to 5 per- 
cent against time deposits 
at all member banks. 





No concurrent 
discount rate 
action. 


In August and 
September 1937 
discount rates 
were reduced 
from 2 percent 
to 1% percent 
at 10 banks; 
from 144 per- 
cent at New 
York. 


To reduce member 





Provided by Federal Re- 


serve Act. 


Amendment to Federal Re- 


serve Act. 


To reduce large volume of 


excess reserves created by 
gold inflow so that Federal 
Reserve would in a 
better position to influence 
credit if necessary at some 
future time. No change in 
Federal Reserve policy to 
influence business and 
credit situation at the time 
intended by action. 


bank 
excess reserves ‘“‘which 
would result in an injurious 
credit expansion if per- 
mitted to become the basis 
of a multiple expansion of 
bank credit.’’ Action not 
designed to be restrictive 
at time but for prepared- 
ness. Distinct tendencies 
toward inflationary devel- 
opments in business and 
prices at beginning of year. 


To ease credit situation and 


security markets in view 
of decline in business 
activity and commodity 
and security prices. 
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Date 


Reserve requirements 


Discount rates 


Basis of action 





1941, November.......-- 


1942, August—October--_- 


1948, February-Septem- 
ber. 


1949, May-September - - 


1951, January-February. 


DS EEE a Oe 


1954, June-August_____- 


1958, February-April--- 





Raised to legal maximums of 
26 percent at central Re- 
serve city banks, 20 per- 
cent at Reserve city banks, 
and 14 percent at country 
banks, against demand 
deposits; to 6 percent 
against time deposits at 
all member banks. 

Reduced from 26 percent to 
20 percent, against de- 
mand deposits of central 
Reserve city banks. 


Raised to 26 percent at cen- 
tral Reserve city banks, 22 
pereent at reserve city 
banks, and 16 percent at 
country banks, against 
demand deposits; to 74% 
percent against time de- 
»osits at all member 

anks. 


Reduced in several steps to 
22 percent at central Re- 
serve city banks, 18 per- 
cent at Reserve city banks, 
and 12 percent at country 
banks, against demand 
deposits: to 5 percent 
ageinst time deposits at 
all member banks. 

Raised to 24 percent at cen- 
tral Reserve city banks, 20 
percent at Reserve city 
banks, and 14 percent at 
country banks, against 
demand deposits; to 6 per- 
cent against time deposits 
at all member banks. 

Reduced to 22 percent at 
central Reserve city banks, 
19 percent at Reserve city 
banks, and 13 percent at 
country banks, against 
demand deposits; no 
change in time deposit 
requirements. 

Reduced to 20 percent at 
central Reserve city banks, 
18 percent at Reserve city 
banks, and 12 percent at 
country banks, against 
demand deposits; to 5 per- 
cent against time deposits 
at all member banks. 


Reduced to 18 percent at 
central Reserve city banks, 
16% percent at Reserve 
city banks, and 11 percent 
at country banks, against 
demand deposits; no 
change in time deposit 
requirements. 





No concurrent 
* discount rate 
action. 


From February 
to April 1942, 
discount rates 
were reduced to 
1 percent at all 
Reserve banks. 

In the period 
January-August 
1948 discount 
rates were 
raised to 144 
percent at all 
Reserve banks. 


No concurrent 
discount rate 
action. 


Previously, in 
August 1950, 
discount rates 
were raised to 
134 percent at 
all Reserve 
banks. 


No concurrent 
discount rate 
action. 


In February 1954 
discount rates 
were reduced 
from 2 percent 
to 134 percent 
at all Reserve 
banks, 


From January to 
May 1958 dis- 
count rates at 
all Reserve 
banks were re- 
duced to 134 
percent from 3 
percent. 








To restrain inflationary 
credit expansion. 


To facilitate war financing, 


Part of anti-inflationary pro- 
gram designed to keep 
pressure on member bank 
reserves and thereby to re- 
Strain expansion of bank 
credit. Congress had pro- 
vided temporary authority 
(until June 30, 1949) for 
increases in reserve require- 
ments above those other- 
wise authorized. 

To counteract recession in 
business and prices. 


Action designed to restrain 
further bank credit expan- 
sion that would add to 
inflationary pressures. 


To free additional bank re- 
serves for meeting expected 
seasonal and growth credit 
demands, including Treas- 
ury financing needs, and 
to further reduce the pres- 
sure on member bank 
reserve positions. 

To eliminate any undue de- 
terrent to bank borrowing 
from the Reserve banks 
for making a temporary 
reserve adjustment and to 
supply the banking system 
with reserves to meet ex- 
pected growth and seasonal 
demands for credit and 
money, including Treas- 
ury financing needs. 

To encourage a high level of 
business activity. 
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5. What remedy is available if a member bank refuses to maintain the 
reserves required? 

6. Has any member bank so refused? Ifso, how many? 

It has been assumed that questions 5 and 6 relate to the willful refusal of a 
member bank to maintain required reserves and not to a bank’s inadvertent 
failure to comply which results in the levying of penalties for deficient reserves. 

Each State member bank is specifically required by section 9 of the Federal 
Reserve Act to comply with the reserve requirements of that act (12 U.S.C. 324) 
and, under other provisions of that section, if a State member bank fails to 
comply with the law, it is within the power of the Board of Governors, after a 
hearing, to require such bank to forfeit its membership in the Federal Reserve 
System (12 U.S.C. 327). 

Every national bank that is a member of the System is subject to forfeiture 
of its franchise for failure to comply with the provisions of the Federal Reserve 
Act (12 U.S.C. 501a). 

In addition to forfeiture of membership in the case of a State member bank 
or forfeiture of franchise in the case of a national bank, one other remedy is 
available if a member bank, whether State or National, refuses to comply with 
the reserve requirements of the law. Under section 30 of the Banking Act of 
1933, directors or officers of a national bank or of a State member bank who 
continue to violate any law relating to that bank, after having been warned by 
the Comptroller in the case of a national bank or of the Federal Reserve agent 
in the case of a State member bank, are subject to removal from office by the 
Board of Governors of the Federal Reserve System after the holding of a hearing 
as provided for in that section (12 U.S.C. 77). 

There is no record of any member bank having willfully refused to maintain 
its required reserves. 

7. Has any member bank left the Federal Reserve System to avoid com- 
Pliance? Ifso, how many? 

There have been numerous cases of member banks having left the Federal 
Reserve System, but the reasons for withdrawal are not always clear and it is 
doubtful whether avoidance of compliance with reserve requirements has been 
the sole reason for withdrawal. For example, in 1958 15 State member banks 
withdrew from the System. In the files of 13 of these banks, it is indicated that 
the higher reserves required as a member bank was one of the reasons for with- 
drawal. One of these banks indicated that if it were permitted to count vault 
eash as part of its required reserves, it would not consider withdrawing from the 
Federal Reserve System. 

During the 2 previous years, 25 State member banks withdrew from the System 
of which all but 3 indicated that a reason for withdrawing was the higher 
reserves required as a member bank. 

8. Please furnish a statement showing which States have laws or regula- 
tions requiring State banks to carry reserves, together with a brief summary 
of each. 

There is attached hereto as appendix C a copy of a Compilation of Federal 
and State Laws Relating to Reserves Against Deposits in Banking Institutions 
as of January 1, 1959, compiled in the Legal Division of the Federal Reserve 
Board. It is believed that this compilation adequately answers this question. 

9. Which States, if any, have reserve requirements which are based on 
geography or on the size of the city or community in which located? 

Under the statute law of the following States, reserve requirements are de- 
pendent upon geography or size of city. 

Massachusetts prescribes higher reserve requirements for trust companies 
doing business in the city of Boston and located less than 3 miles from the 
Statehouse than are prescribed for other trust companies in the State. 

In the following States reserve requirements higher than those prescribed for 
other banks are imposed upon banks in cities having more than a stated popula- 
tion : California, Mississippi, Missouri, Nebraska, and Utah. 

In New York, higher reserve requirements are prescribed for State banks in 
the Boroughs of Manhattan, Brooklyn, and Bronx, and the city of Buffalo than 
for other State banks. 

In certain States (including Iowa, Kentucky, and Minnesota) higher reserves 
are prescribed for State banks located in Reserve cities than for other banks. 

In a few States, higher reserves are imposed upon banks designated as “de- 
positories” or as “Reserve banks” by the State superintendent or commissioner of 
banks (as in Montana, Nevada, Oklahoma, and Wisconsin) ; and in one State 
(Texas) higher reserves are prescribed for banks with a capital of over $25,000 
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than for banks with lesser capital. These provisions, while not specifically re- 
lated to geography or size of city, imply consideration of size of city as a factor 
in prescribing reserves. 

10. If a State requires reserves and a bank in that State joins the Federal 
Reserve System, must it carry those reserves in addition to those required 
of member banks? 

In all but eight States there are specific statutory provisions which have the 
effect of making compliance by State member banks: with the reserve require- 
ments of the Federal Reserve Act also constitute compliance with State reserve 
requirements. In seven of the remaining States, even though there are no such 
statutory exemptions, compliance by State member banks with reserve require- 
ments of Federal law constitutes compliance with State reserve requirements for 
all practical purposes. One State (Illinois) has no statutory provisions regard- 
ing bank reserves. In general, therefore, it may be said that a State bank 
that joins the Federal Reserve System need not carry reserves required by State 
law in addition to those required of member banks under Federal law. 

11. Quite apart from its possible use to control credit, wasn’t the primary 
purpose and shouldn’t the primary purpose of requiring reserves be protec- 
tion of depositors and stockholders? 

This question is discussed in chapter 2 of the document entitled “Proposed 
Legislation for Revision of Reserve Requirements,’ that has been supplied to 
members of the House subcommittee and has been put into the record of hearings 
on H.R. 5237. 

Summarizing this discussion, it may be said that the most important func- 
tion of reserve requirements today is that such requirements, along with control 
over the supply of reserves, serve as an essential instrument for regulating the 
ability of banks to expand credit and add to the available supply of money. His- 
torically, the original purpose for the holding of reserves by banks was to give 
some assurance as to the ability of the banks to convert bank note issues into 
specie. Subsequently reserves were held and came to be required by law for the 
purpose of protecting the convertibility of deposits into cash or balances with 
other banks. This purpose, though commonly viewed as to provide liquidity or 
safety, served to limit a bank’s ability to expand credit as long as the available 
supply of reserves was limited. 

The convertibility—or liquidity and safety—function of reserve requirements 
is of minor significance compared with the credit limitation function. Reserves 
held in cash or equivalent are also of minor significance in protecting depositors 
and stockholders relative to the liquidity and soundness of other assets held by 
banks. This is true because reserves are only a fraction of total deposits. 
Moreover, reserves that are required to be held are not available to meet drains 
of funds resulting from loss of deposits except to a fractional extent. 

Reserves, however, do serve to a small extent as some margin of protection, 
and the degree of this margin, of course, varies with the level of reserve re- 
quirements. Reserve requirements could not be used for the primary purpose 
of protecting depositors unless they were so large as to seriously inhibit the 
ability of banks to supply credit to the community and to make earnings sufli- 
cient to cover the expenses of their essential operations. 

Fundamentally, the two purposes, of course, are complimentary. To the ex- 
tent that reserve requirements are used to restrain excessive bank credit expan- 
sion, they operate to protect individual depositors from the losses that might 
come in a subsequent period of contraction. 

12. The manipulation of reserve requirements is not a very effective 
quantitative control of credit because of the tremendous aggregate credit 
facilities that cannot be effected thereby. Isn’t that so? 

13. Such other avenues of credit include (a@) Government lending agen- 
cies (6b) nonmember banks (c) investment bankers (d) insurance com- 
panies (e) pension funds and trusts (f) mortgage bankers (g) savings banks 
(h) savings and loan associations (i) credit unions (j) finance companies 
(k) bond dealers and underwriters (7) small loan companies (m) all those 
who extend consumer credit. 

14. Will you furnish us with the total amount of all such lending, break- 
ing down as far as possible by categories, for 1958? 

Member commercial banks of course extend only a part of the credit in a com- 
plex economy such as that of the United States. Among private financial insti- 
tutions, only commercial banks can create money, however. Checking accounts 
at commercial banks together with currency comprise the money supply in 
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the United States, and 85 percent of all checking accounts are held by member 
banks. When commercial banks expand loans and investments they create new 
checking accounts and thus expand the money supply. The volume of checking 
accounts which the banking system can support, however, is limited by the vol- 
ume of reserves held together with percentage reserve requirements. The vol- 
ume of reserves in turn reflects Federal Reserve policies. 

Lenders other than commercial banks do not create money. They can lend 
only the savings made available by individuals and businesses or funds made 
available directly or indirectly by commercial banks. While their activities 
as financial intermediaries may in some cases permit the existing money supply 
to be used more activitly, they are unable to add to the money supply. More- 
over, the availability and cost of credit granted by such lenders is affected by 
bank reserve positions. 

The attached table shows the volume of credit outstanding on the part of 
selected lenders other than member banks. Included are most financial institu- 
tions as well as retail lenders. Omitted from the table are credit granted by 
individuals and personal trusts, which can take a wide variety of forms, and 
that extended by businesses to other businesses and to governmental bodies in 
the form of trade credit and security purchases. 

Nonmember commercial banks.—Nonmember commercial banks, like member 
banks, create money when they make loans and investments. These banks, how- 
ever, hold only 15 percent of total checking accounts. Nonmember banks are 
subject to reserve requirements set by individual States, which are held mainly 
in the form of deposits with member commercial banks. Changes in reserves 
of nonmember banks reflect changes in the lending and investing activities of 
member banks, which in turn reflect Federal Reserve policy. In some States, 
reserve requirements for nonmember banks are varied in accordance with mem- 
ber bank reserve requirements. 

Savings institutions.—A large part of outstanding credit is held by institu- 
tions such as life insurance companies, mutual savings banks, savings and loan 
associations, and credit unions which serve as repositories for consumer savings 
and make various types of loans and investments. These institutions cannot 
create money but are limited to lending the savings that are entrusted to them. 
If holding savings in this form becomes more attractive, some persons may draw 
down their checking accounts and hold a larger proportion of their liquid assets 
in the form of savings deposits or savings and loan or credit union shares. 
While such action permits increased lending by savings institutions and more 
active use of the money supply, it does not involve the creation of additional 
money. Moreover, possibilities for such transfer are limited because most per- 
sons hold money mainly to make payments, and in the absence of substantial 
changes in prices or incomes the volume of money that they wish to hold changes 
only gradually. 

Credit granting by savings institutions is influenced indirectly by Federal Re- 
serve policies. The volume of funds entrusted to such institutions reflects 
changes in the money supply. For example, if bank credit expansion takes place 
and prices and incomes rise, consumers may hold a larger volume of funds with 
savings institutions as well as spending more, and savings institutions may be 
in a position to increase their lending also. The availability and cost of loans 
from savings institutions is also affected, however, by the competition between 
banks and savings institutions in various areas of lending and investing. For 
example, if bank reserve positions tighten, banks may sell U.S. Government 
securities in order to be able to meet a larger part of the credit demands of 
businesses and consumers. If these securities are purchased by savings institu- 
tions, or are purchased by individuals who in turn make available more securi- 
ties of other types to savings institutions, then the funds that savings institu- 
tions can lend to businesses and consumers are thereby limited. Moreover, if 
banks restrict their lending to consumers and businesses because of reserve 
pressures, the pressure of credit demand on savings institutions will be enhanced 
and these institutions will therefore tend to tighten terms and standards of 
lending. 

Financial intermediaries relying heavily on bank loans—While the institu- 
tions mentioned above obtain most of their funds from the savings of the 
public, some lenders rely on commercial banks directly for a large part of the 
funds that they lend to the public. For example, sales finance companies 
borrow directly from banks a substantial part of the funds that they make 
available to consumer borrowers, although they also issue securities that are 
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bought by the general public. Security dealers and mortgage brokers carry only 
small portfolios at any time, since their major function is to channel securities 
and mortgages to investors such as commercial banks, savings institutions, in- 
dividuals, and nonfinancial businesses. To finance the mortgages and securities 
that they hold temporarily during the process of distribution, however, they rely 
heavily on loans from commercial banks. Lenders such as these, of course, 
feel the impact of bank credit restriction directly and immediately. 

Government lending agencies.—In general, Government lending agencies can 
secure funds for lending only by issuing securities themselves, by borrowing from 
the Treasury, or by receiving appropriations from the general funds; in the 
latter two cases, the funds must be raised by Treasury issues of securities 
insofar as they are not covered by taxes. Such security issues must compete 
with other demands for funds in the market. Moreover, Congress and the 
administration are in a position to control lending by Government agencies. 

Businesses granting credit in connection with sales.—A sizable volume of out- 
standing credit has been granted in connection with the normal selling activities 
of buSinesses. Suppliers extend trade credit to other businesses, and retail 
establishments extend consumer credit on both an installment and a charge 
account basis to their customers. <A part of the paper thus created is sold to 
banks and other lenders such as sales finance companies. Businesses continue 
to hold a substantial volume of the credit themselves, however, but they rely 
on bank loans to some extent to do so. In either case, the availability of credit 
is influenced by Federal Reserve actions affecting bank reserve positions. 


Credit outstanding for selected lenders other than member banks, Dec. 31, 1958" 
[Amounts in billions of dollars] 



































By type of credit 
Bank 
U.S. Busi- Con- Mort- loans 
Total | Govern- ness sumer gage Other 
ment 
Nonmember banks (June 23, 

SE dit dththtinsnctmecetautesek 28.3 11.0 2.8 23.5 5.0 6.0 () 
OS Ee 4 37.1 7.3 4.3 a 23.2 2.3 0.1 
Savings and loan associations_.._- 451.4 3, 2 eee mj 45.6 kf een 
CeeeCMNOMSS. .f:-..........<.- 43.1 5 ly, CESS 2.7 SS ee PPE 
Insurance companies (life, fire, 

_ | SS eae 4122.9 12.7 44.5 54.2 37.3 24.2 |. oes 
Pension funds *___._...........-- 4 36.6 7.2 fk SAE 1.2 tte Pe ae 
Finance companies-_.............- Tf Sear “as = 2.5 bg (Sas: Ta ee 2.1 
Small loan companies 7__.__..-.-- BF bo scaccomk 1 2 aes Cea 1.0 
Security brokers and dealers... -.- 5.5 7 |, SERGE Reinet. 4.6 4.5 
Mortgage bankers___.........--_- DO bP BL he RES EE CRS (years 1.3 
Government lending agencies. - __ 31.1 4.5 i 5 See ae 4.6 20.1 81.7 
EG TS ES SS ee es eee eS ee Se ee ee, eee 

1 Unless otherwise specified. 

2 Includes about $500,000,000 of nonconsumer credit. 

3 Less than $50, ,000,000. 

4 Preliminary. 


5 Policy loans. Not included in consumer credit series. 

6 The component for State and local retirement funds applies to mid-1958. 
7 Includes miscellaneous lenders. 

§ Includes bank-held securities. 

® Estimates available only for consumer credit. 

10 Includes $5,000,000,000 of charge account credit. 


15. Please furnish the following for the years 1935, 1945, 1952, and 1958: 

(a) The total number of uninsured nonmember banks in rural areas, 
in Reserve cities, and in central Reserve cities ; 

(b) The total number of insured nonmember banks in rural areas, in 
Reserve cities, and in central Reserve cities ; 

(c) The total number of State member banks in rural areas, in Re 
serve cities, and in central Reserve cities ; 

(d) The total number of national banks in rural areas, in Reserve 
cities, and in central Reserve cities ; 

(e) The total number of banks in Reserve cities permitted to carry 
rural bank reserves ; 

(f) The total number of banks in central Reserve cities permitted to 
carry Reserve city bank reserves. 





Statistics of uninsured and insured nonmember banks are not available by in- 
dividual cities. However, these statistics have been compiled by States since 
1937 and are set forth in two attached tables, with 1937 figures substituted for 


those requested for 1935. 


The information on member banks is available by Reserve classifications for 
the years requested and are set forth in two additional tables. 


Number of insured nonmember commercial banks, by States, at selected 


year-end dates 


























1958 1952 1945 1937 
146 134 129 126 
3 8 5 5 
157 155 142 155 
: 48 70 75 88 
eit dé sdwnnsJertgebaseccuges gudintkeians esrewneieee’s 63 54 41 50 
SR ee RE. FE DR Res A RE a ae 29 32 35 44 
ESR hed oree ie napouccus Js adJkinsawesigqee<tyRasuesaanmes 17 20 22 24 
I oF is ae ane Sac wewd durin esacitbeokuanewan 4 4 3 9 
RCRA EE Ooo Solas hie ana de does ose ks edgdantlnqeedbadeens 160 134 101 101 
INGE 065 Oo erin neatly Co tannns pandngpenbcdngisosadancuseinass 291 275 232 187 
i tevdces tigtivehs<.<ss<setauneynsinnavadggrasaveksansns 11 18 19 20 
CS bb piikceidenyhisanwe sn abide divin dgteaswagedetseecusntes 416 372 349 468 
SE inten gaa Spe sigknse ccdatchavsahdantphisedubghueeugundan 220 235 238 343 
As enni initia Ws nana dip Ain endeascedeaeeeadunad ude 460 448 431 447 
CEM atN di ced ake tchsinebabinnahinesdeneusaunwsekiweae 345 259 233 254 
EE seen ash onsen dabd iran cedetastaecek@aetekaun basal 241 251 250 268 
PC EInkeadaccridncntedivadhassasndagucdascaudpegndeiwews 133 117 107 109 
ENTE baie cas Bihan ons aaa gtene deiibaina adie ataaine emma tte 14 17 17 17 
EA pene canna sc ache chalieenschavipeaeevtanyaadeene’ 76 81 87 107 
EG ddscion sn cabncchuhiueaseguecicd iadibeon deauheemel 35 34 33 38 
ET ocaddne de ctinatasnankntemast canes etedadbyenaaneneeme 166 185 184 237 
hi tvad ie inetninay metidgusscunseianarwinmbeivadkGusas 467 458 437 442 
avibb thee: =cetoencwagtblins minlcwhacwegiatadictbed a 156 168 169 168 
hve kiekd odubwicecenvusillins dct jeneiwudal cette savcnune 423 399 380 466 
ec arciee gos sng tana boeninchawdcgapentieaied kaw adamaue 29 26 33 48 
GELS cvinwiaedgintpdeaicsusspandecde dotnet tsunwwdadea 244 229 210 225 
Ee Sion oewniwhdinauphes chemaueonadbnandbnacemenacniedeus 1 2 2 3 
INNS 6 Son ducthicen aiiggh icatuns ap edphorteadyasbicinenls 14 6 4 3 
SE CER cancgwadwduthosngds ncekteuSes andgunsgliacbaeastes 37 41 49 93 
New Mexico. ..-.-.-..------ bre dndecddcuedéublagheweseessisbahae 18 17 14 14 
ie i skin ino desnaamdbbhenacuconsGnduncamian Ge ntecue 46 70 87 178 
I tts fn car rnn athens acieaiibmieclagemhdiobeecue 155 170 170 176 
Rie concise chwsneduGoagesgsecsalhuucasweenwebn 112 104 103 118 
SE rib cin dn sce Supenkauaniie cop sepemdiones senabi ea bien a 220 227 238 362 
iia wosnviis icaddhenkdaiicénbhse scgixacvgiauasesens 156 153 154 163 
DNs Anctab Spon wncvebedslbanshabbevecauasaesbaeedieses 36 37 35 40 
aes bn cpl dels wud on Pbk eb ea mls wiw ween wantlns a cusiaed 167 217 238 293 
cu cparciececseiaswukptabsodatenanseesanphabecs 2 2 3 2 
cinch india sdasupdabdadsbanwcdinganadecus edie 106 101 92 87 
od Sones cnnaw as cab uaalon ata sd gucdwandeidassin 112 107 105 112 
NE Saved ticdbeunnsncncRedassumenansaacapmine badntasens 208 206 205 218 
EE bine tbeaneteiuewirwbion nintieaciaiavicun-ducmaapmcacdde 371 296 257 289 
IE Sis Ab nis ce peur alieoerettacsesttcdncsssgilaneceeth deem 24 24 23 27 
IN Col nahin dite cimng tuieds os nwagatwhiigtescsaud sneutaurtenws 24 28 31 33 
Dia oct cuits tihonhaaceoSckunn camps cbiedibas sua ackasiee 110 lll 116 164 
Washington...-..........--.. aE ans cae mewad panna’ 52 63 64 82 
No. kccnasntendhambatiies wind abkdedcddadss sinus wh cee 68 69 66 77 
iia cad aibitekoed cela Ss anes ped <kevnuns cedheentaha 387 380 380 448 
EM a ceavageu dicks. akundon<angiVehaweahecaberereesensd 13 13 18 23 
ne Wes adandqtuesesnassdedohsatesiekecanckueduetasce 6, 793 6, 627 6, 416 7, 451 
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Number of noninsured nonmember commercial banks, by States, at selected 


year-end dates 








Alabama. a? : : 
Des (ois SS 
Arkansas__- Bhs 

California. ae ee ee 
Colorado. 

Connecticut__-- : : ns 
Delaware _- ‘ 
District of Columbia ; <Sgoented : 
Florida___- : - 

Georgia_. 

Idaho_____- ; ‘ : 
Tilinois ___- _- ‘ 
Indiana_-_- ‘ 
ES ae 
Kansas_- 

Kentucky -- 
Louisiana_ 
Maine____- i ae © - 
Maryland_- 

Massachusetts. _- . 

Michigan___ : é 
Minnesota__ ’ ae ‘ 
Mississippi-_- 

Missouri _-- A 

Montana__- 

Nebraska _ -- 

Nevada. 

New Hampshire --_- - . 
New Jersey--.-- Ss aq eee a - 
New Mexico. ----- 

New York--- 

North Carolina____- 

North Dakota___- 

Ohio. ; 

Oklahoma_.___.-_- 

Oregon_- . 
Pennsylvania_- 
Rhode Island _-- 

South Cdrolina____- 

Scuth Dakota_-_----_---- LE SESE. 

Tennessee _. 

Texas. ._- i : R J 
_ RES ; . ; 
Vermont. -------- ; s 
Virginia______-_- 

Washington_- 

West Virginia__- : ; ‘ 
Wisconsin__- st ; ; 7 
oy ee Ss. 


| ee ee Pee. Se a iskes é 





Nw ONAN OR 





nw _ 


—oost 


ore bo 


| 399 
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tS Ge Sra 


—) mb bo 
eo wes @ 


SNIN Oss 4 











21 


17 
34 
69 
236 


1, 022 





Number of State member banks, by reserve classification, at selected year-end 


dates 





Reserve classification 








SEIT SI AP POR fe Se 
Reserve city ALL eee : 
ST TO nn ken inenebaneweienicwe 


eens ee EON WII. oo 5 oan oc ee ccc Se ettncen 








20 
110 
1, 759 


1, 889 








1945 


33 
114 
1, 720 


1, 867 








Number of national member banks, by reserve classification, at selected 


year-end dates 





Reserve classification 





I ee oe aa dictranadewehiakensdacit 
tt aS wad eon mh bnndnum theses 
ey SE DET OR UN oc cenntmwecenetendecwbeuncucsae 


Total national member banks-.......-.-...-.-----.------ 


4, 578 

















1952 1945 1935 
15 16 19 

209 245 234 

4, 685 4, 756 5, 133 
4, 909 5, 017 5, 386 
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Number of member banks in central Reserve and Reserve cities permitted to 
carry reduced reserves at selected year-end dates 








1958 1952 1945 1935 
In central Reserve cities, permitted to carry Reserve city re- 
serves . x oF ee, See 55 54 47 32 
In central Reserve cities, permitted to carry ‘‘country”’ reserves. 8 13 13 11 
In Reserve cities, permitted to carry ‘“‘country”’ reserves_...---- 86 79 66 37 
Total with permission to carry reduced reserves. ...-.-.-- 149 146 126 80 

















16. Please furnish a statement showing the following separately as to 
rural areas. Reserve cities and central Reserve cities for 1958: 
(a@) The minimum Capital of (1) any nonmember bank; (2) of any 
State member bank; and (3) of any national bank. 
(b) The minimum surplus of (1) any nonmember bank; (2) of any 
State member bank; and (3) of any national bank. 
(c) The minimum undivided profits of (1) any nonmember bank; 
(2) of any State member bank; and (3) of any uational bank. 
(d) The minimum demand deposits of (1) any nonmember bank; 
(2) of any State member bank; and (3) of any national bank. 
(e) The minimum time deposits of (1) any nonmember bank; (2) of 
any State member bank ; and (3) of any national bank. 
17. Please furnish the same breakdown as to maximum capital, surplus, 
undivided profits, demand deposits, and time deposits. 

The attached table shows all the data requested for Scate member banks and 
for national banks, and only partial data for nonmember banks. Data for the 
latter two classes of banks are collected by the Comptroller of the Currency and 
the Federal Deposit Insurance Corporation, respectively, and individual bank 
data on all items are not readily available on punchcards at those agencies. 
The data shown for these two classes of banks were derived in part from bankers’ 
directories and in part through cooperation by the other agencies. 


Minimum and maximum deposits and capital accounts, by class of bank, as of 
June 23, 1958" 


{In thousands of dollars] 



































| 
| Central Reserve Reserve city banks Country banks 
| city banks 
— — 
| Minimum | Maximum } Minimum | Maximum | Minimum | Maximum 
———— eee ee 
State member banks: 
Demand deposits - _- 11, 622 5, 641, 308 0 875, 850 0 334, 422 
Time deposits- -- -_- : 7, 454 1, 186, 829 | 0 846, 928 0 168, 016 
Cental. ...2...... : 1, 000 163, 625 200 =| 27, 812 25 11, 500 
Surplus. : 439 350, 000 | 50 | 70, 000 10 28, 500 
Undivided profits... 107 104, 875 fe 32, 863 1 5, 978 
National banks: 
Demand deposits _-___- 22, 198 5, O91, 617 2, 284 4, 118, 769 114 341, 251 
Time deposits- - : 1, 005 1, 186, 196 1,812 5, 014, 856 on 289, 404 
ER a 500 240, 000 200 160, 000 25 14, 077 
Surplus 500 380, 000 100 340, 000 4 16, 000 
Undivided profits. _. | 169 87, 350 21 101, 453 0 5, 272 
Nonmember banks: | 
Demand deposits. | (2) 147, 104 | 349, 941 (?) 131, 051 
Time deposits_..--- sia (2) 95, 373 () 556, 212 3 274, 331 
Ee (2) 5, 982 (2) 27, 674 3 6, 375 
Surplus. ; vadnll (?) (2) (2) (?) (?) (?) 
Undivided profits_..___- -| (?) (?) (2) (?) (?) (2) 











_ 1 Minimum and maximum mean the lowest and highest figures for the particular item reported by any 
individual bank on the call date. 


2 Not available. 


18. Please furnish the same breakdown as to the average capital, surplus, 
undivided profits, demand deposits, and time deposits for each classification 


of banks. 


19. Please furnish the same breakdown as to total capital, surplus, un- 
divided profits, demand deposits, and time deposits for each classification 


of banks. 


These data in answer to both questions are included in the attached table. 
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20. Please furnish the same breakdown as to all banks in Reserve cities 
which are permitted to carry rural bank reserves. 
21. Please furnish the same breakdown as to all banks in central Reserve 
cities which are permitted to carry Reserve city bank reserves. 
Data in response to these questions are shown in the attached table. 


Minimum, maximum, total, and average deposits and capital accounts, as of 
June 23, 1958 


[In thousands of dollars] 


MEMBER BANKS IN CENTRAL RESERVE CITIES PERMITTED TO CARRY RESERVES 
OF RESERVE CITY BANKS 








Minimum Maximum Total Average 
UN eink. wckdcchqucecadtumendiweind 2, 132 124, 336 1, 454, 369 26, 443 
I hs Someta cdowalbedcaccscddmsndudd 1, 708 122, 486 1, 184, 316 21, 533 
EE in ciksstbesind dukhence<iuteolieeeamadie 200 4, 845 56, 376 1, 025 
DS culsncaudukecadeusanucusrenmabhoseash 100 5, 500 66, 483 1, 209 
Undivided vdctntnvincmncectealbh weal tks 24 4, 225 35, 158 639 

















MEMBER BANKS IN CENTRAL RESERVE CITIES PERMITTED TO CARRY RESERVES 
OF COUNTRY BANKS 





TE OES 2, 398 41, 316 110, 653 13, 832 
i atcakcncnapderuonsanudenapepmbal 1, 124 15, 627 49, 053 6, 132 
| RSE PE CESS GRE Ee eee eee RAC « 150 1, 650 4,979 622 
et tN donne ibwinageertnadidens awed aceueeld 200 1, 650 5, 548 694 
Undivided ES Ee TE Fat 51 1, 352 3, 630 454 





MEMBER BANKS IN RESERVE CITIES PERMITTED TO CARRY RESERVES OF 
COUNTRY BANKS 








SOM GONOMES) so .5.. 26s ens kesindenedl 444 73, 208 929, 705 10, 686 
OS ST IEE OO 133 40, 044 639, 905 7, 355 
SE annie cndininbacinhacameeiaecentet elie 50 2, 372 39, 420 453 
Pi cade conclnctuncktadmeccodneskthe cohesion 40 3, 628 53, 753 618 
NU ONOT PUUR a6 iid ein ihins cae dinidu dle ddfaskbdesisvawte 2, 210 26, 173 301 





22. What standards, if any, are used to determine whether a Reserve city 
bank should be permitted to carry rural bank reserves? 

23. What standards, if any, are used to determine whether a central 
Reserve city should be permitted to carry Reserve city bank reserves? 

The procedure under which actions are taken by the Board in granting permis- 
sion to member banks in central Reserve and Reserve cities to maintain reduced 
reserves is described below. 

The Board has advised the Federal Reserve banks that, as a matter of general 
policy, it is disposed to grant permission to any member bank located in an 
outlying district of a central Reserve or Reserve city to carry reduced reserves 
provided the character of its business is typical of banks located in and serving 
primarily outlying communities of such cities. It has also requested that the 
Federal Reserve banks, in submitting an application of a member bank in a 
central Reserve or Reserve city for permission to carry reduced reserves, furnish 
a full statement of the facts upon which the Federal Reserve bank bases its 
recommendation, including the following items: 

Demand deposits excluding interbank. 

Time deposits excluding interbank. 

Number and amount of interbank deposit accounts. 

Total deposits. 

Number, amount, and nature of large deposit accounts. 

Whether the bank has established any branches in the downtown financial 
section of the city or elsewhere. 

Distance of the bank from what is generally regarded as the downtown 
business and financial district of the city. 

Distance of the bank from nearby banks, and whether such banks have 
permission to carry reduced reserves. 





SS MEMBER BANK RESERVE REQUIREMENTS 


In acting upon an application, the Board takes into consideration the data sup- 
plied by the Federal Reserve bank, its views and recommendations, and an 
analytical memorandum, prepared by the Board’s staff, summarizing the available 
data as well as the reserve status of all member banks in the given city. Par- 
ticular note is made of two factors: The location of the bank and the extent, if 
any, to which it is engaged in correspondent banking, a type of business that is 
conducted for the most part by banks subject to the reserve requirements pre- 
scribed for central Reserve and Reserve city banks. 

24. Set forth the citations and text of the statutes that permit the Federal 
Reserve Board to make the exceptions or grant the exemptions referred to 
in questions 15 and 16 above. 

It is assumed that the exceptions or exemptions referred to in this ques- 
tion are those’ to which reference is made in questions 22-and 23. 

The provisions of law that authorize the Board to permit individual mem- 
ber banks in outlying sections of Reserve cities and central Reserve cities to 
carry reduced reserves are contained in provisos in paragraphs (b) and (c¢c) in 
the following provisions of section 19 of the Federal Reserve Act (12 U.S.C. 
462): 

“Every bank, banking association, or trust company which is or which becomes 
a member of any Federal reserve bank shall establish and maintain reserve 
balances with its Federal reserve bank as follows: 

“*(a) If not in a reserve or central reserve city, as now or hereafter defined, 
it shall hold and maintain with the Federal reserve bank of its district an actual 
net balance equal to not less than 7 per centum of the aggregate amount of its 
demand deposits and 3 per centum of its time deposits. 

“*(b) If in a reserve city, as now or hereafter defined, it shall hold and main- 
tain with the Federal reserve bank of its district an actual net balance equal 
to not less than 10 per centum of the aggregate amount of its demand deposits 
and 3 per centum of its time deposits: Provided, however, That if located in the 
outlying districts of a reserve city or in territory added to such a city by the 
extension of its corporate charter, it may, upon the affirmative vote of five mem- 
bers of the Board of Governors of the Federal Reserve System, hold and main- 
tain the reserve balances specified in paragraph (a) hereof. 

“*(e) If in a central reserve city, as now or hereafter defined, it shall hold 
and maintain with the Federal reserve bank of its district an actual net balance 
equal to not less than 13 per centum of the aggregate amount of its demand de- 
posits and 3 per centum of its time deposits: Provided, however, That if located 
in the outlying districts of a central reserve city or in territory added to such 
city by the extension of its corporate charter, it may, upon the affirmative vote 
of five members of he Board of Governors of the Federal Reserve System, hold 
and maintain the reserve balances specified in paragraphs (a) or (b) thereof.’” 

25. Is the city of New York, although all one political unit, divided into 
a central Reserve city and a Reserve city? 

All of the city of New York is a “central Reserve city”; no part of the city 
is classified as a “Reserve city.” However, under the provisions of law quoted 
in the answer to question 24 the Board has permitted banks in “outlying dis- 
tricts” of New York City to carry the lower reserves prescribed for banks in 
Reserve cities or for banks outside of Reserve and central Reserve cities. 

26. Precisely how is it divided? 

As indicated in the answer to question 25, New York City is not divided into 
a central Reserve city and a Reserve city. However, the basis upon which the 
Board has determined whether banks in New York City are located in “outlying 
districts” so as to make it possible for the Board to permit any such banks to 
earry reduced reserves is described in footnote 1 on page B-8 of appendix B to 
the document entitled “Proposed Legislation for Revision of Reserve Require- 
ments.” 
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27. Is the city of Chicago similarly divided, and, if so, describe the 
division. 

Like New York City, Chicago is a central Reserve city and is not divided in 
the manner indicated in the question. Again, however, it should be noted that 
under the law the Board has granted permission for the maintenance of lower 
reserves by certain member banks in outlying districts of Chicago; and for this 
purpose outlying districts have been regarded as any part of the city outside 
of the financial district comprised within the so-called Loop district. 

28. Please set forth the citation and the text of the statute that permits 
the division referred to in questions 25 and 27 above, together with any 
rule or regulation by the Federal Reserve Board applicable thereto. 

As indicated in the answers to questions 25 and 27, neither the city of New 
York nor the city of Chicago is divided into a central Reserve city and a Re- 
serve city. The provisions of the law that authorize the Board to grant per- 
mission for the maintenance of:reduced reserves by individual banks in outly- 
ing districts of New York and Chicago are quoted in the answer to question 24. 

29. Is it not the fact that there are banks throughout the country in Reserve 
cities which are larger, whether measured by assets or deposits, than some 
banks in central Reserve cities, which latter banks are required to carry 
central Reserve city reserves. 

30. Doesn’t that situation also prevail as to some rural banks when com- 
pared to some Reserve city banks. 

The answer to these questions is “Yes.” In the list of the 100 largest banks, 
arrayed according to deposits as of December 51, 1958, in the January 30, 1959, 
issue of the American Banker, there were: 


Class of bank Number 


Member banks: of banks 
Central Reserve city___—~ tis he Ne are eed Gein ee eee 18 
DORR CINE 65. 5 nip hte n iit aon nntbalnaodimaaineabladaeiiad 67 
I: MOOG bah techs intros nicest its ni baliaenblartshcscncseiiemialinildaana lata gt 14 

NN ae Lt ance ee ee DRE “ot Cee oe ee | OREM YOM SPE Mey ty i He 1 

TTI css Sn etic stn Ga 0s gles mein geo As bar eben tines eas nd esi en Pe Ae 100 


At this date there was a total of 274 Reserve city banks; thus, 14 non-Reserve 
city banks were larger in deposits than 207 of the Reserve city banks. 

The principal standard for the determination of classification in the past has 
been the volume of interbank deposits held by banks in a city and the classification 
applies to all banks in the city, except those in outlying sections whose business 
is of a nature that justifies a classification carrying a lower requirement. Greater 
flexibility for dealing with individual banks would be authorized by one of the 
provisions of H.R. 5237. Reference may be made to the testimony on behalf of 
the Board at the April 7 hearing before Subcommittee No. 2 on H.R. 5237. 

31. From my correspondence with the Federal Reserve Board on the sub- 
ject of reserve requirements, beginning in 1953, am I not justified in con- 
cluding that the Board agrees that there is no longer any reason for fixing 
reserve requirements on the basis of geography or the size of the community 
where the bank is located? 
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After a careful study of the subject of reserve requirements and consideration 
of various proposals for changing the existing system, the Board has reached 
the conclusion that the amendments to the law proposed in the bill H.R. 5237 will 
provide all the changes that are needed at this time to permit the establishment 
of an appropriate structure of reserve requirements adaptable to meeting over 
the foreseeable future the prospective monetary and credit needs of a growing 
economy. In the judgment of the Board, the basic characteristics of the existing 
system of reserve requirements provide a workable and effective medium for 
accomplishing these purposes. The amendments proposed are for the purpose 
of removing from the present law some structural inequities and difficulties of 
administration. 

As brought out in the statement of the Vice Chairman of the Board hefore 
Subcommittee No. 2 at the hearings on H.R. 5237, the Board favors the retention 
of three classes of banks with differences in reserve requirements. The differ- 
ences in requirements should be based not alone upon geography or size of com- 
munity where the bank is located. The Board feels that differentials in require- 
ments among banks are desirable in recognition of fundamental differences in the 
character of deposits held by different banks and their impact on the economy. 
Since the principle function of reserve requirements is to influence the impact of 
the use of money on the economic situation, such requirements should make allow- 
ance not only for the quantity of money outstanding but also for the rate of its 
use. There are distinct and significant differences between the larger city banks 
and the smaller country banks which make it appropriate to require different 
amounts of reserves. There are also differences between large banks concen- 
trated in the leading financial centers and banks in other cities. Some of these 
differences are pointed out in the statement by the Vice Chairman of the Board 
to the committee and also in chapter 4 of the document entitled “Proposed Legis- 
lation for Revision of Reserve Requirements.” 

32. What possible reason can there be for requiring a lesser percentage of 
reserves for the Bank of America than for either the First National City 
Bank of New York or the Manufacturers Trust Co. of New York? 

Classification of banks for reserve purposes has been based primarily upon 
the concentration of interbank balances in the leading banks of the cities in 
which they are located, as indicated by the answer to question 3. Central 
Reserve city banks in New York hold about $4 billion of demand balances due 
to banks, and those in Chicago hold about $1.2 billion of such balances, while 
banks in San Francisco have about $400 million. San Francisco banks, more- 
over, maintain about $150 million of balances on deposit with other banks, while 
leading New York banks carry negligible amounts of such deposits. . Although 
gross deposits reported by the leading bank with a head office in San Francisco 
exceed those of individual New York City banks, the former include a large 
proportion of deposits of branches in small places. The rate of turnover of 
deposits in banking offices located in San Francisco is somewhat lower than 
those of New York City and Chicago banks. 

33. I have introduced a bill on this subject in every Congress beginning 
with the 83d Congress. This year, I did so on January 7, 1959. The bill 
bears H.R. 1032. Please give us the benefit of the Board’s views with refer- 
ence thereto. 

34. If your answer to question 33 did not cover the following, please tell 
us (a) which of the standards, if any, contained in H.R. 1032, should be 
omitted and why; (b) what additional standards, if any, should be added 
and why. 
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The Board’s views on a similar bill were set forth in a letter from the Chair- 
man of the Board to the Chairman of the banking and Currency Committee of 
the House of Representatives, dated July 24, 1957. Those views, revised to 
take into consideration subsequent developments, may be briefly summarized 
as follows: 

The proposed bill, H.R. 1082, would give the Board of Governors wide discre- 
tion to fix the amount of reserve balances that each member bank shall establish 
and maintain with its Federal Reserve bank, and direct that the requirements 
“shall be based upon the capital, surplus, undivided profits, and deposits of the 
member banks, shall be so fixed as to equalize such requirements, so far as prac- 
ticable, between the various member banks on the basis of protecting stockholders 
and depositors, and shall be so fixed as to avoid creating unfair competitive posi- 
tions between member banks because of differentials in reserve requirements.” 

The distinctive new feature of this bill is that it calls for fixing reserve re- 
quirements for each bank in some relation to the bank’s capital and surplus. 
This standard raises a number of difficulties of application, particularly in view 
of the other provisions of the bill. 

As an example of these difficulties, if a bank’s reserve requirement varied 
directly with the amount of capital, it would tend to discourage capital accumu- 
lation and to weaken depositor protection. It would be more logical for reserve 
requirements to vary inversely with capital positions, i.e, banks having low 
capital ratios would be required to maintain larger reserves against deposits 
than those with high ratios. 

Such a method of classification of banks for reserve purpose would present: dif- 
ficult problems from the standpoints of credit and monetary policy, practical oper- 
ation, and fairness as among different institutions. There is no close relation- 
ship between the main function performed by bank capital and that performed 
by reserve requirements. The main function of bank capital is to provide a cush- 
ion for the protection of depositors against losses in the event of asset shrinkage 
or adverse operating circumstances. The main function of reserve requirements, 
under present circumstances, is to provide a medium through which the Federal 
Reserve can influence the amount of bank credit and the money supply, mainly 
bank deposits, as needed to promote economic stability and growth in the econ- 
omy. 

Movements in required reserves, under a reserve structure relating require- 
ments to both amount of capital as well as deposits, would at times conflict with 
the changes needed for economic stability and growth. In periods of strong credit 
demand, when profits would generally be rising, capital could easily be raised and 
reserve requirements reduced just when restraint on credit expansion is most 
needed. In a recession, capital might tend to decline because of losses in assets, 
causing reserve requirements to rise when an incentive to expand credit is most 
needed. Over relatively short periods, individual banks might alter substantially 
their capital position and their required reserves, while for the System as a 
whole, such movements would be moderate. Basing reserve requirements even in 
part on bank capital would introduce an additional variable into the reserve struc- 
ture for which allowance would need to be made in setting credit and monetary 
policy and would make the already complex task now facing the Federal Reserve 
Board even more difficult. 

A source of serious difficulty in the proposed bill is presented by the three pro- 
visions that requirements shall be fixed on the basis of protecting depositors and 
stockholders, so as to avoid creating unfair competitive positions between member 
banks because of differentials in reserve requirements and that “differences in 
reserve requirements applicable to member banks shall not be based in whole or 
in part upon the location of such banks.” If each bank had to maintain a differ- 
ent reserve requirement against its deposits on the basis of its capital position, 
there would be a great variety of reserve requirements or banks would have to 
be divided into a number of different classes. The result would be that banks 
located in the same city and directly competitive would have different reserve 
requirements because of differences in capital positions. This would create un- 
fair competitive conditions. That conflict could not be remedied by having the 
same requirements for all competing banks in a community without violating 
the limitation against basing requirements in part on location. 
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For the above reasons, the capital position of a bank does not seem to be an 
appropriate standard for the fixing of reserve requirements. With respect to 
standards that should be used, in the opinion of the Board, classification of banks 
for reserve requirement purposes should be based primarily upon differences in the 
nature of business of banks in respects that indicate differing degrees of impact 
on the economy, as contemplated by H.R. 5237. As indicated in the testimony 
on behalf of the Board on April 7 on H.R. 5237, it is believed that the establish- 
ment of detailed statutory standards in advance would risk continuation or in- 
crease of inflexibility and inequity sought to be avoided by H.R. 5237. 

35. Which of the States that require its banks to carry reserves, permit 
currency and coins to be counted as part of their reserves. 

All but 6 of the 49 States, as well as the present Territory of Hawaii, expressly 
permit currency and coin to be counted by State banks as part of their required 
reserves ; and 4 States impliedly grant such permission. See appendix C hereto, 
“Compilation of Federal and State Laws Relating to Reserves Against Deposits 
in Banking Institutions.” 

36. Please explain exactly and completely the physical operation of set- 
ting up and maintaining a section 19 bank reserve with the Federal Re. 
serve System; is it bookkeeping entry which is adjusted from time to 
time; does the member bank deposit cash or bonds or both with the Fed- 
eral Reserve bank; does the member bank buy Government bonds from the 
Federal Reserve bank to the extent of its reserves; is there any physical 
transfer of currency and/or bonds; who retains physical possession of any 
bonds involved in the transaction. 


A member bank reserve account as required by section 19 of the Federal Re- 
serve Act is opened by the Federal Reserve bank upon receipt from the mem- 
ber bank of a deposit in immediately available funds. In current practice, such 
an initial deposit is usually made in the form of a draft on another bank. 

The Reserve bank maintains a ledger account for each member bank in which 
are posted daily debits and credits arising from the normal flow of transactions 
handled by the Reserve bank for the account of the member bank. 

Typical sources of credits in the reserve account are as follows: 

(1) Deposits of currency and coin ; 

(2) Checks and other cash items transmitted to the Reserve bank for collec- 
tion ; 

(3) Proceeds of the collection of noncash items) corporate coupons, documen- 
tary drafts, promissory notes, etc.) ; 

(4) Telegraphic and other transfers of funds received for account of the 
member bank ; 

(5) Proceeds of sale or redemption of Government securities for account of 
the member bank ; 

(6) Notes discounted by the Reserve bank for the member bank. 

The more usual sources of debits are: 

(1) Drafts drawn by member bank on its reserve account; 

(2) Currency and coin delivered to member bank by Reserve bank ; 

(3) Outgoing transfers of funds made at request of member bank; 

(4) Maturity of member bank’s note discounted by Reserve bank ; 
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(5) Authorizations by member bank to charge its reserve account for such 
items as: 

(a) Payments to Reserve bank for checks and other cash items sent to 
member bank for collection and payment ; 

(b) Payments to Reserve bank for Government securities purchased by 
member bank ; 

(c) Transfers to Treasury Department of funds held by member bank in 
Treasury tax and loan accounts. 

As a result of the transactions handled in the normal banking relationship 
between the Federal Reserve bank and the member bank, the balance in the 
member bank’s reserve account changes from day to day. However, if the aver- 
age balance during a reserve computation period falls below the amount of the 
legal reserve requirement, the member bank is subject to such penalties as may 
be prescribed by the Board of Governors of the Federal Reserve System. 

The balance in a member bank’s reserve account is a free balance; no part 
of it is represented by Government bonds owned by the member bank. 

Among the transactions performed by a Reserve bank for the account of a 
member bank are the buying and selling of Government bonds in the open mar- 
ket. For securities purchased, the member bank must make payment by draft 
or by authorization to debit its reserve account. The proceeds of sales will be 
remitted to the member bank or credited to its reserve account, depending on 
its instructions. As fiscal agent for the United States, the Reserve bank han- 
dles member banks’ subscriptions to Treasury issues. 

Government bonds acquired for a member bank will be held in safekeeping 
custody by the Reserve bank or delivered to the member bank as it may in- 
struct. 

The performance of a Reserve bank’s function of providing currency and coin 
required by member banks involves the physical transfer of such moneys be- 
tween the Reserve bank and the member banks, in both directions. The Re- 
serve bank makes shipments to member banks of currency and coin required by 
the latter, and receives from them money which has been accumulated above 
the amounts the member banks consider desirable to retain in their own vaults. 

87. At present, are there any statutory provisions and/or rules and regu- 
lations applicable to the amount of cash a member bank must carry, if so, 
set them forth. 

There are no Federal statutes or regulations regarding the amount of cash 
that a member bank must carry. However, a few States have provisions of 
varying kinds that require a certain part of the reserves of State banks to be 
held in the form of cash or currency. See appendix C hereto, “Compilation of 
Federal and State Laws Relating to Reserves Against Deposits in Banking 
Institutions.” 

38. What is the reason for banks carrying this cash on hand? 

Banks carry vault cash in order to be in a position to meet the currency needs 
of their customers. The amount of vault cash carried by any particular bank 
depends upon its experience with fluctuations in the rate cash is deposited in 
relation to the rate it is withdrawn. It also depends upon the bank’s location, 
which governs the speed with which it can replenish its vault cash from its 
Reserve bank or from a correspondent bank. Some banks may carry consider- 
ably more vault cash than they need, but in general banks have an incentive to 
minimize their holdings since funds held in this form earn no interest and since 
the cost of bank insurance coverage is affected by the amount of cash cus- 
tomarily held. 

39. This cash is constantly moving in and out—of all the assets of a 
bank, it is the least static. 

40. Particularly in those banks in the larger communities, which make up 
large cash payrolls for its customers, comparatively little of the cash going 
out finds itself going back as cash into the same banks. 
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Currency is continuously moving in and out of banks as they conduct busi- 
ness with the public. Although the cash paid out by a particular bank may not 
return to that bank, as is often true in the case of payrolls, the same bank is 
likely to be receiving for deposit cash that was paid out by other banks. The 
amount of fluctuation in vault cash for an individual bank would depend on a 
variety of factors, including the size and character of the community and bank 
policy with respect to redeposit of excess cash. Information on daily holdings 
of vault cash in the New York Federal Reserve District indicates that for com- 
bined holdings of all member banks within a reserve class, differences of 40 per- 
cent between the high and low points within a week are not uncommon. Weekly 
average holdings, however, fluctuate considerably less, and mainly with sea- 
sonal movements of currency in circulation. 

41. How can you set up any controls that will take care of the constant 
fluctuations in cash on hand and also guard against nonexistent large sums 
of cash being claimed as on hand for use as part of reserves. 

Under existing law, the various elements that affect a member bank’s required 
reserve and the amount of reserve actually held fluctuate constantly, and the 
bank must have accounting controls on all of them in order to know its reserve 
position and to avoid incurring penalties for reserve deficiencies. Inclusion 
of vault cash in the bank’s reserve would not pose either a new or a difficult prob- 
lem in this regard, particularly in view of the fact that—regardless of whether 
vault cash is counted as part of its reserve—a bank must and does know for its 
own business purposes what its cash holdings are. 

Each member bank renders periodic reports to its Federal Reserve bank show- 
ing, as of each day, the amounts of its deposits and deductible items. Compari- 
son by the Reserve bank of the averages of these amounts for the report period 
with the average reserve balance for the same period shown by the Reserve 
bank’s books discloses any deficiency in the member bank’s reserve. The mem- 
ber bank’s reserve reports now show, for information only, the amount of cur- 
rency and coin on hand each day. If such vault cash were included in the bank’s 
reserve, the average holdings thereof for the report period would be added to 
the average reserve balance shown by the Reserve bank’s books to determine 
the sufficiency of the member bank’s total reserves. 

The required reserve and the reserve actually held are computed on the basis 
of averages. Accordingly, in order for a member bank’s reserve position to 
benefit from an overstatement of its cash holdings, there would have to be 
(a) an extremely large overstatement for 1 day in the reserve computation 
period, or (b) a smaller but significant overstatement for several days of the 
period. To hide a reserve deficiency of any significant amount, these overstate 
ments of vault cash would have to be far out of line with the bank’s usual busi- 
ness practices. Therefore, such falsification of cash holdings would be readily 
apparent in the Reserve bank’s processing of the reserve report, as well as 
through the cross-checks available in reports of condition and examination. 

Finally, falsification of the amount of cash holdings—or any other required 
information—in the member bank’s reserve report rendered to its Federal 
Reserve bank would constitute a felony under the U.S. Criminal Code. (See 
U.S.C., title 18, sec. 1005.) 

42. Won’t you need a corps of examiners at least twice the present size 
to do the job required? 

The function of bank examiners in the field is to conduct periodic examina- 
tions rather than to keep under constant surveillance the day-to-day operations 
of the banks they examine. Consequently, there would be no effect upon the 
number of examiners needed. 
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43. What was the total amount of cash in circulation in the United States ; 
the total amount of cash on hand in all banks; the total amount of cash on 
hand in nonmember banks; the total amount of cash on hand in State 
member banks and the total amount of cash on hand in national banks on 
the following dates: December 15, 1958, December 31, 1958, January 5, 1959, 
March 23, 1959, April 6, 1959? 

Money in circulation outside Treasury and Federal Reserve banks for the 


requested dates was as follows: Ames 
(in millions ) 
Dee, 15, 1008... 22s enn enn pe mnccnceseccne~osceensene= $32, 426 
Tee, Bi, Winn ccc cecicecc ccc cncsswocecwesocsenccasnecdpqecesose 82, 193 
BAGH, Win cnn noon nonce cee nme cede cceneccccencscernumwonsces 82, 009 
I I a, un i clinistii nasiigrab Vag ern shine igedneei-eiseinaeteatiwwasengeitaieay tediensonsinwances 31, 250 
BG Be Cina dtc esnnne stiinibadoedctwccnsmenteodprecaatingedammenee 31, 289 


Vault cash held by all banks is available only at the December 31, 1958, call 
when the distribution was as follows: 





Amount 
Member banks: (in millions ) 
SS EE ee I ae A RR eT ES SE ee ee ee es $1, 659 
PN Sai ce cape nsntiingneo pith h adds acwageigieiietsin} aimed edt 782 
Pe eG ining tectis eis ttt sss pte gti antag fates tibia in antehedlinns 952 
ONT; Se DREN. « ....niisinstapacaeciicca chet tbbokisecinnnsieibie 8, 398 


Daily figures for vault cash have been obtained from all member banks since 
November 1958. The averages of daily figures by semimonthly periods are com- 
piled and published in a Board release: Deposits, reserves, and borrowings of 
member banks. A sample of this release is attached. The averages of vault cash 
daily figures for the selected periods were as follows: 


{Amounts in millions] 





Last half, | First half, | First half, 








Class of member bank December | January | March 1959 

1959 
Cpererek Meter ee ety WOONS... 8 ooo i ai ees ncbc ends scccccseseces $215 $190 $156 
Reserve city banks -__...__- EL SS RE SRE OE Re 771 727 628 
A RE ES SY RET OE 5 RRC, 1, 483 1, 388 1, 274 
All member banks, total... ...........-.......-------2--2---.- 2, 469 2, 305 2, 058 
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Deposits, reserves, and borrowings of member banks—Continued 
COUNTRY BANKS IN PLACES WITH POPULATION OF 15,000 AND OVER! 
[Averages of daily figures in millions of dollars} 

















Demand deposits except interbank Time deposits 
Federal Reserve district 
- half, 2d half, lst half, 1st half, 2d half, 1st half, 
March’ February March March February March 
1959 1959 1958 1959 1959 1958 

Es ceansbsvawvucbooen 27,112 27, 416 26, 059 15, 904 15, 829 14, 441 
thins nc abiibusueah toe 2, 932 2, 983 2, 831 1,077 1,073 1,001 
DE EE wanontondanévews naw 4, 966 5, 078 4, 705 3, 759 3, 724 8, 325 
ne ma (inti abasen« 1, 682 1, 702 1, 568 1, 165 1, 150 1, 047 
Eo cdnkd Seipenaiacstel 1, 928 1, 934 1, 912 1, 342 1, 338 1, 272 
SCRE ead 5 eee ae 1, 642 1, 670 1, 613 770 771 708 
She dccsabinwetsoungen’ 2, 684 2, 676 2, 788 1,073 1, 067 1, 038 
RES Eee 3, 973 4, 029 3, 818 3, 183 3, 169 912 
DR Sit ba npdankdinndkones 1, 059 1, 064 998 537 537 505 
SESE oe 873 891 824 573 585 514 
Kansas City...............-..- 1, 220 1, 227 1, 139 433 435 380 
PE Mecsewactuddsnseoees 2, 158 2, 180 2, 084 605 692 591 
San Francisco................. 1, 993 1, 982 1, 780 1, 296 1, 286 1, 148 





IN PLACES WITH POPULATION OF LESS THAN 15,000 














14, 149 14, 181 13, 389 9, 529 9, 526 8, 704 
381 383 363 289 245 

1, 517 1, 564 1, 450 1, 810 1, 816 1, 653 
1, 089 1, 093 1, 107 1, 235 1, 239 1, 184 
1, 1, 244 1, 228 1, 126 1, 122 1, 044 
006 989 983 752 758 698 
1,071 1, 059 983 557 558 44 
2, 164 167 2, 045 479 1,476 1, 360 
1, 124 1, 122 1, 059 507 505 455 
911 911 844 710 710 645 
1,718 1,722 1, 545 497 490 435 
1, 618 1, 625 1, 18 313 310 249 
303 289 254 259 242 




















1 Includes any banks in outlying sections of Reserve cities which have been given permission to carry 
the same reserves as country banks. 
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COUNTRY BANKS IN PLACES WITH A POPULATION OF LESS THAN 15,000 


[Averages of daily figures in millions of dollars. Comparability of figures is affected somewhat by changes in 
Federal Reserve membership, absorptions, etc., particularly in States or Territories designated by an 
































































































































asterisk] 
Demand deposits except interbank Time deposits 
1st half, 2d half, 1st half, 1st half, 2d half, ist half, 
March February March March February March 
1959 1959 1958 1959 1958 
Total, including Alaska 

and Virgin Islands- -_- 14, 148.8 14, 181.5 13, 388. 7 9, 529.3 9, 525. 8 8, 703. 7 
Total, all States. __.___. 14, 138. 6 14, 171.3 13, 380. 1 9, 517.9 9, 514.0 8, 693. 4 
New England......-......---- 385. 4 386. 9 373.2 293. 8 293. 2 253. 8 
tT a ee 64.7 63.9 61.8 78.8 78.6 71.2 
New Hampshire-._.-....-. 64.1 63. 9 60. 1 32. 4 32. 6 29.6 
lie Ee 60. 7 59.9 57.7 102.0 101.7 71.3 
Massachusetts. _........_- 151.1 154.1 144.3 47.9 47.8 44.6 
ED MR bs. 5.0250 eee abadapeclbdeseddepcan ee Dato ctandlls aittiemess 1.7 
Connecticut*............- 44.8 45.1 48.7 32. 7 $2. 5 35. 4 
Middle Atlantic. _........_.-- 2, 867.6 2,917.5 2, 820. 7 3, 334.0 3, 342. 8 3, 093. 5 
i ef. re 1, 090. 3 1, 122.9 1, 034. 3 1, 261.9 1, 259. 9 1,141.8 
New Jersey..........-...- 713.1 728. 4 685.0 780.9 788. 1 705. 8 
Pennsylvaia. ------------- 1, 064. 2 1, 066. 2 1,101.4 1, 291.2 1, 204. 8 1, 245.9 
East north central. ........... 3, 169. 4 3, 160, 4 3, 034. 4 2, 483. 3 2, 477.1 2, 301.9 
797.9 785. 4 772.9 734.9 733.5 688. 9 
501.0 503. 7 482. 1 298.3 297.4 283. 2 
1, 212.4 1, 216.0 1, 145.7 682. 0 679.3 624. 0 
366. 8 370. 7 356. 6 469. 0 467.5 430. 6 
291.3 284. 6 277.1 299, 1 299. 4 275, 2 
2, 208. 8 2, 214.6 2, 006. 1 960. 3 957.6 858. 5 
336. 2 332. 5 313.7 337.6 338. 2 310.8 
376. 1 376. 6 346. 9 151.3 150. 8 137.0 
396. 7 399. 2 367.0 149.9 149.2 129.3 
103. 1 103. 0 92.3 55.0 54.6 47.7 
138.3 139. 4 118.6 63.9 63.7 53.8 
354. 5 355. 5 320. 5 62.8 62. 2 55.0 
503. 9 508. 4 447.1 139. 8 138.9 124.9 
1, 580. 3 1, 567.0 1, 493. 2 1, 029. 5 1, 032. 2 952. 6 
7.0 7.0 15.4 7.4 7.4 13.1 
179.6 179.7 176.2 154.0 153. 4 152.3 
410.7 411.0 383. 9 405.3 403. 5 365. 4 
196. 0 195. 1 200. 0 113.5 112.9 106. 0 
130. 2 129. 1 127.7 58.3 61.8 57.0 
99. 5 94.7 88.0 31.7 31.5 28.7 
116.6 115.3 108. 5 57.2 57.1 48.3 
440.7 435.1 393. 5 202. 1 204. 6 18L. 8 
734. 8 727.1 680. 0 361.3 360. 1 316. 5 
298. 9 297.9 276.7 104. 1 103. 4 89.0 
185. 4 180. 2 174.3 140.6 140. 1 128.8 
179.8 179. 2 165. 6 88.4 88.6 77.2 
Mississippi. .............. 70.7 69. 8 63.4 28.2 28.0 21.5 
West south central... -........ 2, 182.3 2, 184.7 2, 034. 4 515. 4 508. 1 424.8 
CS ee Sa ee 163. 1 160.3 151.0 63. 0 63.0 54.2 
.. eS 173.6 173. 4 167.8 78.6 78.2 69. 0 
Oklahoma. -_.........-... 385.3 384.7 343.8 113.9 111.0 97.1 
PNG alpina lees sctenaee 1, 460.3 1, 466.3 1, 371.8 259. 9 255. 9 204. 5 
Mountain--................_- 772.8 776.9 712.4 346. 5 344.8 304. 6 
Montana. -._...-.....-.- 205. 8 208. 9 194.2 98. 3 97.9 87.5 
Pin cotaopagiecspadane 26.9 27.9 26. 0 16.6 16.9 15.5 
Wyoming................. 113.0 114.5 105. 1 48.1 47.8 40.9 
Colorado.................- 269. 9 267.9 247.5 103. 5 102.7 92.1 
New Mexico. ....-........ 121.5 122.0 105. 6 40.0 39.7 32.2 
NB ia 5 ann6p do cadse nauin 5.0 5.1 3.9 4.0 4.0 3.9 
ho ov tinorinGSs <aesene 27.6 27.6 26.7 33. 2 33.0 29.9 
POON snd os dics ccccans 3.1 3.0 3.4 2.8 2.8 2.6 
SR eee 237.2 236. 2 225.7 193.8 198. 1 187.2 
Washington. -.........._. 63.9 62.8 56.3 48.8 48.8 44.7 
Win ccdnBauccadacd. 41.7 43.8 40.9 21.3 22.1 20. 4 
California*................ 131.6 129.6 128. 5 123.7 127.2 122.1 
Alaska and Virgin Islands... _|" 10.2; 10.1 8.4 | 11.6 11.5 10.2 
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44. Do the examiners of the Federal Reserve System undertake to count 
the cash coin by coin and bill by bill in any of its member banks, and, if so, 
give the following information: 

(a) When was the last time such a physical count was made in the Bank 
of America and each of its branches and how long did it take and how 
many men to do it; 

(6) The same information about the First National City Bank of 
New York. 

In examining State member banks, examiners for the Federal Reserve banks 
make use of test checking procedures wherever practicable. Such procedures 
are especially applicable in connection with the verification of currency and 
coin, where a detailed piece count of properly selected samples of adequate size, 
supplemented by careful inspection of the portion not subjected to piece count, 
will disclose any significant difference. However, the test checking and sup- 
plemental inspection process is used only with respect to currency and coin in 
standard packages, and is limited also to currency of smaller denominations. 
Currency of larger denominations, and loose currency and coin, such as that 
in the hands of tellers, is verified by full piece count. 

Inasmuch as the two banks named in subquestions (a) and (b) are national 
banks, they are examined by national bank examiners employed by the Comp- 
troller of the Currency, rather than by examiners for the Federal Reserve banks. 
Accordingly, specific questions as to examinations of those two banks should 
be directed to the Comptroller of the Currency. 

45. Assuming that this bill, H.R. 5237, was enacted so as to permit 
cash to be counted as a part of reserves and assuming further that on the 
date it was made effective the total cash in member banks was $1 billion, 
on that date bank credit available from all member banks would be auto- 
matically increased by between $6 and $7 billion. 

46. Can you think of anything more inflationary? 

The addition of $1 billion to the available reserves of member banks could 
indeed be inflationary under certain conditions unless such reserves were offset 
by other actions. However, under H.R. 5237, vault cash may be counted as 
reserves as permitted by the Board. With respect to this problem, the statement 
by the Vice Chairman of the Board in the hearings before Subcommittee No. 2 
included the following: 

“Permitting vault cash to count as reserves would release a corresponding 
amount of reserves now held on deposit at the Reserve banks and thus add 
approximately $2 billion at a single stroke to the available supply of bank 
reserves. Unless other action were taken to absorb some of the reserves re- 
leased, this would increase the lending potential of the banking system by more 
than a tenth. It would also distort existing differentials in reserve require 
ments as between classes of banks. Any such change, therefore, would have 
to be put into effect gradually, and most likely be offset by adjustments in the 
reserve requirement percentages, as well as by open market operations. When 
initiating the change, the Board could permit member banks to count as part 
of their required reserves either all of their vault cash or only a specified 
portion thereof.” 


“If vault cash were permitted to be counted as reserves without any altera- 
tion of reserve requirement percentages, member banks could reduce their 
required reserve balances held at the Reserve banks and the margins between 
classes in such balances needed would be greater than those now in effect. The 
differences between country banks and Reserve city banks in requirements 
against net demand deposits would be 5% percentage points (16% minus 11), 
as compared with the present margin of less than 4 points in effective require- 
ments, aS Measured by the combined total of required reserve balances and 
average vault cash holdings (18.1 minus 14.3). The difference between country 
banks and central Reserve city banks would be 7 points (18 minus 11) as 
compared with a little over 4 points on the average at present (18.6 minus 14.3). 
As previously stated, some realinement of requirements would be needed in 
effecting the shift to the new basis.” 

It should be pointed out, furthermore, that if the central Reserve city bank 
classification should be abolished as provided in the bill approved by the Senate 
Banking and Currency Committee, the amount of reserves that would need to 
be absorbed would be somewhat greater. With respect to this proposal the 
statement of the Vice Chairman of the Board included the following: 
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«“* * * The change would necessitate either a reduction in central Reserve 
city requirements or an increase in those for Reserve cities or both. If require- 
ments at central Reserve city banks were lowered to the level of Reserve city 
banks, the effect would have to be absorbed by raising requirements for 
country banks, if necessary to maintain an appropriate total level of required 
reserves. If the total level of required reserves were lowered, the additional 
reserves would need to be absorbed by other means to avoid undue credit 
expansion. In any event, there would be a realinement of requirements that 
would alter long-established relationships among banks; the present central 
Reserve city banks would have lower requirements and country banks would 
probably have higher requirements relative to the average for all member 
banks than would be the case if the three-way classification were retained.” 


APPENDIX A 
BoarD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 
RESERVES OF MEMBER BANKS 
REGULATION D 


This regulation as printed herewith is in the form as amended effective 
September 16, 1948 


INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addessed to the Federal 
Reserve bank or Federal Reserve branch bank of the district in which the 
inquiry arises. 

AMENDMENT TO REGULATION D 


Issued by the Board of Governors of the Federal Reserve System 


Effective May 16, 1955, Regulation D is amended in the following respects: 

1. By adding at the end of section 1(e) the following new undesignated 
paragraph end footnote reference: 

“The term ‘savings deposit’ also means a deposit evidenced by a written 
receipt or agreement although not by a pass book, consisting of funds of the 
kind described above in this section 1(e) and in respect to which deposit the 
depositor is required, or may at any time be required, by the bank to give 
notice in writing of an intended withdrawal not less than 30 days before such 
withdrawal is made, and withdrawals are permitted only through payment to 
the depositor himself but not to any other person whether or not acting for the 
depositor.” 

2. By adding the following new footnote to section 1(e) : 

“°* Payment may be made to the depositor over the counter, through the mails 
or otherwise.” 


RESERVES OF MEMBER BANKS 


AUTHORITY FOR REGULATION 


This regulation is issued under authority of provisions of section 19 of the 
Federal Reserve Act which, together with related provisions of law, are pub- 
lished in the Appendix hereto. 


SECTION 1. DEFINITIONS 


(a) Demand deposits—The term “demand deposits” includes all deposits 
except ‘time deposits” as defined below. 

(b) Time deposits—The term “time deposits” means “time certificates of 
deposit”, ‘time deposits, open account” and “savings deposits”, as defined below. 

(c) Time certificates of deposit.—The term “time certificate of deposit” means 
a deposit evidenced by a negotiable or non-negotiable instrument which pro- 
vides on its face that the amount of such deposit is payable to bearer or to any 
specified person or to his order— 





102 MEMBER BANK RESERVE REQUIREMENTS 


(1) On a certain date, specified in the instrument, not less than thirty 
days after the date of the deposit, or 

(2) At the expiration of a certain specified time not less than thirty 
days after the date of the instrument, or 

(3) Upon notice in writing which is actually required to be given not less 
than thirty days before the date of repayment,’ and 

(4) In all cases only upon presentation and surrender of the instrument. 

(d) Time deposits, open account.—The term “time deposit, open account” 
means a deposit, other than a “time certificate of deposit” or a “savings de- 
posit”, with respect to which there is in force a written contract with the 
depositor that neither the whole nor any part of such deposit may be withdrawn, 
by check or otherwise, prior to the date of maturity, which shall be not less 
than thirty days after the date of the deposit,’ or prior to the expiration of the 
period of notice which must be given by the depositor in writing not less than 
thirty days in advance of withdrawal.’ 

(e) Savings deposits —The term ‘“‘savings deposit” means a deposit, evidenced 
by a pass book, consisting of funds (i) deposited to the credit of one or more 
individuals, or of a corporation, association, or other organization operated 
primarily for religious, philanthropic, charitable, educational, fraternal, or other 
similar purposes and not operated for profit,‘ or (ii) in which the entire beneficial 
interest is held by one or more individuals or by such a corporation, association, 
or other organization and in respect to which deposit— 

(1) The depositor is required, or may at any time be required, by the bank 
to give notice in writing of an intended withdrawal not less than thirty days 
before such withdrawal is made; 

(2) Withdrawals are permitted in only two ways, either (i) upon pre- 
sentation of the pass book, through payment to the person presenting the 
pass book, or (ii) without presentation of the pass book, through payment 
to the depositor himself but not to any other person whether or not acting for 
the depositor.’ 

The presentation by any officer, agent, or employee of the bank of a pass book 
or a duplicate thereof retained by the bank or by any of ‘ts officers, agents, or 
employees is not a presentation of the pass book within the meaning of this 
regulation except where the pass book is held by the bank as a part of an estate 
of which the bank is a trustee or other fiduciary, or where the pass book is 
held by the bank as security for a loan. If a pass booK is retained by the bank, 
it may not be delivered to any person other than the depositor for the purpose 
of enabling such person to present the pass book in order to make a withdrawal, 
although the bank may deliver the pass book to a duly authorized agent of the 
depositor for transmittal to the depositor. 

Every withdrawal made upon presentation of a pass book shall be entered 
in the pass book at the time of the withdrawal, and every other withdrawal shall 
be entered in the pass book as soon as practicable after the withdrawal is made. 

(f) Gross demand deposits—The term “gross demand deposits’ means the 
sum of all demand deposits, including demand depusits made by other banks, the 
United States, States, counties, school districts and other governmental subdi- 
visions and municipalities, and all outstanding certified and officers’ checks 
(including checks issued by the bank in payment of dividends), letters of credit 


1A deposit with respect to which the bank merely reserves the right to require notice of 
not less than thirty days before any withdrawal is made is not a “time certificate of 
deposit” within the meaning of the above definition. 

Deposits, such as Christmas club accounts and vacation club accounts, which are made 
under written contracts providing that no withdrawal shall be made until a certain number 
of periodic deposits have been made during a period of not less than three months constitute 
“time deposits, open account” even though some of the deposits are made within thirty 
days from the end of such period. 

A deposit with a to which the bank merely reserves the right to require notice of 
not less than thirty days before any withdrawal is made is not a “time deposit, open ac- 
count,” within the meaning of the above definition. 

“Deposits in joint accounts of two or more individuals may be classified as savings 
deposits if they meet the other requirements of the above definition, but deposits of a 
partnershi A or ate for profit — not be so classified. Deposits to the credit of an indi- 
vidual of funds in which any beneficial interest is held by a corporation, partnership, asso- 


ciation, or other organization operated for profit or not operated primarily for religious, 
philanthopic, charitable, educational, fraternal, or other similar purposes may not be clas- 
sified as savings deposits. 

5 Presentation of a pass book may be made over the counter or through the mails; and 
payment may be made over the counter, through the mails, or otherwise, subject to the 
limitations of paragraph (2) above as to the person to whom such payment may be made. 
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and travelers’ checks sold for cash, and drafts drawn upon or other authorizations 
to charge the member bank’s reserve account at the Federal Reserve bank. 

(g) Cash items in process of collection.—The term “cash items in process of 
collection” means— 

(1) Checks in process of collection, drawn on a bank, private bank, or 
any other banking institution, which are payable immediately upon pre- 
sentation in the United States, including checks with a Federal Reserve 
bank in process of collection and checks on hand which will be presented 
for payment or forwarded for collection on the following business day ; 

(2) Government checks and warrants drawn on the Treasurer of the 
United States which are in process of collection ; 

(3) Such other items in process of collection, payable immediately upon 
presentation in the United States, as are customarily cleared or collected 
by banks as cash items. 

Items handled as non-cash collections may not be treated as “cash items in 
process of collection” within the meaning of this regulation. 

(h) Net demand deposits—The term ‘net demand deposits” means gross de- 
mand deposits as defined in subsection (f) of this section less the deductions 
allowed under the provisions of subsection (b) of section 2 of this regulation. 


SECTION 2. COMPUTATION OF RESERVES 


(a) Amounts of reserves to be maintained.—Bvery member bank of the Fed- 
eral Reserve System is required by law to maintain on deposit with the Federal 
Reserve bank of its district an actual net balance equal to three percent of its 
time deposits plus— 

Seven percent of its net demand deposits if not in a reserve or central 
reserve city. 

Ten percent of its net demand deposits if in a reserve city, except that if 
located in an outlying district of a reserve city or in territory added to 
such city by the extension of the city’s corporate limits such bank may, 
upon the affirmative vote of five members of the Board of Governors of the 
Federal Reserve System, be permitted to maintain seven percent reserves 
against its net demand deposits. 

Thirteen percent of its demand deposits if located in a central reserve 
city, except that if located in an outlying district of a central reserve city 
or in territory added to such city by the extension of the city’s corporate 
limits, such bank may, upon the affirmative vote of five members of the Board 
of Governors of the Federal Reserve System, be permitted to maintain seven 
percent of ten percent reserves against its net demand deposits. 

For the purposes of this subsection and of paragraph (1) of subsection (a) of 
section 3 of this regulation, a member bank shall be considered to be in a central 
reserve city if the head office or any branch of such bank is located in a central 
reserve city, and a member bank shall be considered to be in a reserve city if the 
head office or any branch thereof is located in a reserve city and neither the head 
office or any branch thereof is located in a central reserve city ; provided that, if 
a member bank is considered to be in a central reserve city or a reserve city under 
this paragraph solely by reason of the location of an office of such bank in an 
outlying district of such a city or in territory added to such city by the extension 
of the city’s corporate limits, such bank may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve System, be permitted 
to maintain lower reserve balances as above provided in this subsection. 

Notwithstanding any other provision of this regulation, the actual net balance 
which each member bank is required to maintain on deposit with the Federal 
Reserve bank of its district in accordance with the foregoing shall be changed by 
such percentage, within the limitations prescribed by law,° as the Board of Gov- 
ernors of the Federal Reserve System shall prescribe from time to time pursuant 
to section 19 of the Federal Reserve Act, as amended, in order to prevent injurious 
credit expansion or contraction. 

(b) Deductions allowed in computing reserves—In determining the reserve 
balances required under the terms of this regulation, member banks may deduct 


*The amount of the reserves required to be maintained by any such member bank as a 
result of any such change may not be less than the amount of the reserves specified above 
nor more than twice such amount, except that through June 30, 1949, the required reserves 
for time deposits may be not more than 7% percent and those for demand deposits of banks 
in central reserve cities, reserve cities, and other places may be not more than 30 percent, 
24 percent, and 18 percent, respectively. 
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from the amount of their gross demand deposits the amounts of balances subject 
to immediate withdrawal due from other banks and cash items in process of 
collection as defined in subsection (g) of section 1 of this regulation. Balances 
“due from other banks” do not include balances due from Federal Reserve banks, 
balances (payable in dollars or otherwise) due from foreign banks or branches 
thereof wherever located, or balances due from foreign branches of domestic 
banks. The word “banks” in the term “due from other banks” refers to incorpo- 
rated banks and does not include private banks or bankers.’ 

(c) Availability of cash items as reserve.—Cash items forwarded to a Federal 
Reserve bank for collection and credit cannot be counted as part of the mini- 
mum reserve balance to be carried by a member bank with its Federal Reserve 
bank until the expiration of such time as may be specified in the appropriate 
time schedule referred to in Regulation J. If a member bank draw against 
items before such time, the draft will be charged against its reserve balance if 
such balance be sufficient in amount to pay it; but any resulting impairment 
of reserve balances will be subject to the penalties provided by law and by this 
regulation: Provided, however, That the Federal Reserve bank may, in its dis- 
cretion, refuse at any time to permit the withdrawal or other use of credit 
given in its reserve account for any item for which the Federal Reserve bank has 
not received payment in actually and finally collected funds. 

(d) Reserves against trust funds——A member bank exercising trust powers 
need not maintain reserves against trust funds which it keeps properly segre- 
gated as trust funds and apart from its general assets or which it deposits in 
another institution to the credit of itself as trustee or other fiduciary. If, 
however, such funds are mingled with the general assets of the bank, as per- 
mitted to national banks under authority of section 11(k) of the Federal Reserve 
Act, a deposit liability thereby arises against which reserves must be main- 
tained. 

(e) Continuance of “time deposit’ status.—A deposit which at the time of 
deposit was a “deposit evidenced by a time certificate of deposit’, “time de- 
posit, open account”, or “savings deposit’ continues to be a “time deposit” 
until maturity or the expiration of the period of notice of withdrawal, 
although it has become payable within thirty days. After the date of maturity 
of any time deposit, such deposit is a demand deposit. After the expiration of 
the period of notice given with respect to the repayment of any savings deposit 
or other time deposit, such deposit is a demand deposit, except that, if the 
owner of such deposit advise the bank in writing that the deposit will not be 
withdrawn pursuant to such notice or that the deposit will thereafter again be 
subject to the contract or requirements applicable to such deposit, the deposit 
will again constitute a savings deposit or other time deposit, as the case may 
be, after the date upon which such advice is received by the bank. 


SECTION 3. DEFICIENCIES IN RESERVES 


(a) Computation of deficiences—(1) Deficiencies in reserve balances of 
member banks in central reserve cities and in reserve cities shall be computed 
on the basis of average daily net deposit balances covering weekly periods. De- 
ficiencies in reserve balances of other member banks shall be computed on the 
basis of average daily net deposit balances covering semimonthly periods.* 

(2) In computing such deficiencies the required reserve balance of each mem- 
ber bank at the close of busines each day shall be based upon its net deposit 
balances at the opening of business on the same day; and the weekly and semi- 
monthly periods referred to in paragraph (1) hereof shall end at the close of 
business on days to be fixed by the Federal Reserve banks with the approval 
of the Board of Governors of the Federal Reserve System. 

(b) Penalties—(1) Penalties for such deficiencies will be assessed monthly 
on the basis of average daily deficiencies during each of the reserve computation 
periods ending in the preceding calendar month. 


7 A member bank exercising fiduciary powers may not include in balances “due from other 
banks” amounts of trust funds deposited with other banks and due to it as trustee or other 
fiduciary. If trust funds are deposited by the trust department of a member bank in its 
commercial or savings department and are then redeposited in another bank subject to 
immediate withdrawal they may be included by the member bank in balances “due from 
other banks,” subject to the provisions of subsection (b) above. 

® Deficiencies in reserve balances of member banks in outlying sections of central reserve 
and reserve cities which have been authorized by the Board of Governors of the Federal 
Reserve System, under the provisions of subsection (a) of section 2 of this regulation, to 
maintain seven percent reserves against demand deposits, will also be computed on the 
basis of average daily net deposit balances covering semimonthly periods. 
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(2) Such penalties will be assessed at a rate of two percent per annum above 
the Federal Reserve bank rate applicable to discounts of ninety-day commercial 
paper for member banks, in effect on the first day of the calendar month in 
which the deficiencies occurred. 

(ec) Notice to directors of banks deficient in reserves—Whenever it shall ap- 
pear that a member bank is not paying due regard to the maintenance of its re- 
serves, the Federal Reserve bank shall address a letter to each director of such 
bank calling attention to the situation and advising him of the requirements of 
the law and of this regulation regarding the maintenance of reserves. 

(d) Continued deficiencies.—If, after the notice provided for in subsection 
(ec) of this section 3 has been given, it shall appear that the member bank is 
continuing its failure to pay due regard to the maintenance of its reserves, the 
Federal Reserve bank shall report such fact to the Board of Governors of the 
Federal Reserve System with a recommendation as to whether or not the Board 
should— 

(1) In the case of a national bank, direct the Comptroller of the Cur- 
rency to bring suit to forfeit the charter of such national bank pursuant 
to section 2 of the Federal Reserve Act; or 

(2) In the case of a State member bank, institute proceedings to require 
such bank to surrender its stock in the Federal Reserve bank and to forfeit 
all rights and privileges of membership pursuant to section 9 of the Federal 
Reserve Act; or 

(3) In either case, take such other action as the Federal Reserve bank 
may recommend or the Board of Governors of the Federal Reserve System 
may consider advisable. 


APPENDIX 
STATUTORY PROVISIONS 


Section 19 of the Federal Reserve Act provides in part as follows: 

The Board of Governors of the Federal Reserve System is authorized, for the 
purposes of this section, to define the terms “demand deposits,” gross demand de- 
posits,” “deposits payable on demand,” “time deposits,” “savings deposits,” and 
“trust funds,” to determine what shall be deemed to be a payment of interest, 
and to prescribe such rules and regulations as it may deem necessary to effecu- 
ate the purposes of this section and prevent evasions thereof: Provided, That, 
within the meaning of the provisions of this section regarding the reserves re- 
quired of member banks, the term “time deposits” shall include “savings deposits.” 

Every bank, banking association, or trust company which is or which becomes 
a member of any Federal reserve bank shall establish and maintain reserve bal- 
ances with its Federal reserve bank as follows: 

(a) If not in a reserve or central reserve city, as now or hereafter de- 
fined, it shall hold and maintain with the Federal reserve bank of its district 
an actual net balance equal to not less than seven per centum of the aggre- 
gate amount of its demand deposits and three per centum of its time deposits. 

(b) If in a reserve city, as now or hereafter defined, it shall hold and 
maintain with the Federal reserve bank of its district an actual net balance 
equal to not less than ten per centum of the aggregate amount of its demand 
deposits and three per centum of its time deposits: Provided, however, 
That if located. in the outlying districts of a reserve city or in territory added 
to such a city by the extension of its corporate charter, it may, upon the 
affirmative vote of five members of the Board of Governors of the Federal 
Reserve System, hold and maintain the reserve balances specified in para- 
graph (a) hereof. 

(c) If in a central reserve city, as nor or hereafter defined, it shall hold 
and maintain with the Federal reserve bank of its district an actual net bal- 
ance equal to not less than thirteen per centum of the aggregate amount of its 
demand deposits and three per centum of its time deposits: Provided, how- 
ever, That if located in the outlying districts of a central reserve city or in 
territory added to such city by the extension of its corporate charter, it 
may, upon the affirmative vote of five members of the Board of Governors 
of the Federal Reserve System, hold and maintain the reserve balances 
specified in paragraphs (a) or (b) thereof. 

Notwithstanding the other provisions of this section, the Board of Governors 
of the Federal Reserve System, upon the affirmative vote of not less than four 
of its members, in order to prevent injurious credit expansion or contraction, 
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may by regulation change the requirements as to reserves to be maintained 
against demand or time deposits or both (1) by member banks in central reserve 
cities or (2) by member banks in reserve cities or (3) by member banks not in 
reserve or central reserve cities or (4) by all member banks; but the amount of 
the reserves required to be maintained by any such member bank as a result of 
any such change shall not be less than the amount of the reserves required by 
law to be maintained by such bank on the date of enactment of the Banking 
Act of 1935 nor more than twice such amount. 

Notwithstanding any other provision of law, the Board of Governors of the 
Federal Reserve System, in order to prevent injurious credit expansion, may by 
regulation change the requirements as to reserves to be maintained pursuant 
to this section against demand or time deposits or both (1) by member banks in 
central reserve cities, or (2) by member banks in reserve cities, or (3) by mem- 
ber banks not in reserve or central reserve cities, or (4) by all member banks; 
but no such change shall have the effect of requiring any such member bank to 
maintain a reserve balance against its time deposits in an amount equal to more 
than 7% per centum thereof, or a reserve balance against its demand deposits 
in an amount equal to more than 30 per centum thereof if such bank is in a cen- 
tral reserve city, 24 per centum thereof if in a reserve city, or 18 per centum 
thereof if not in a reserve or central reserve city. No change in reserve require- 
ments made under authority of this paragraph shall continue in effect after 
June 30, 1949. 

The required balance carried by a member bank with a Federal reserve bank 
may, under the regulations and subject to such penalties as may be prescribed 
by the Board of Governors of the Federal Reserve System, be checked against 
and withdrawn by such member bank for the purpose of meeting existing 
liabilities. 

In estimating the reserve balances required by this Act, member banks may de- 
duct from the amount of their gross demand deposits the amounts of balances 
due from other banks (except Federal Reserve banks and foreign banks) and 
cash items in process of collection payable immediately upon presentation in 
the United States, within the meaning of these terms as defined by the Board of 
Governors of the Federal Reserve System. 

Notwithstanding the provisions of the First Liberty Bond Act, as amended, 
the Second Liberty Bond Act, as amended, and the Third Liberty Bond Act, as 
amended, member banks shall be required to maintain the same reserves against 
deposits of public moneys by the United States as they are required by this section 
to maintain against other deposits: Provided, That until six months after the 
cessation of hostilities in the present war as determined by proclamation of the 
President or concurrent resolution of the Congress no deposit payable to the 
United States by any member bank arising solely as the result of subscriptions 
made by or through such member bank for United States Government securities 
issued under authority of the Second Liberty Bond Act, as amended, shall be 
subject to the reserve requirements of this section. 


{“Cessation of hostilities’ was proclaimed by the President on December 30, 1946; and, 
accordingly, the proviso in the above paragraph expired six months after that date. ] 


Section 11 of the Federal Reserve Act provides in part as follows: 

“The Board of Governors of the Federal Reserve System shall be authorized 
and empowered: * * * (c) To suspend for a period not exceeding thirty days, 
and from time to time to renew such suspension for periods not exceeding fifteen 
days, any reserve requirements specified in this Act: Provided, That it shall 
establish a graduated tax upon the amounts by which the reserve requirements 
of this Act may be permitted to fall below the level hereinafter specified * * *.” 
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APPENDIX B 
SUPPLEMENT TO REGULATION D 
Issued by the Board of Governors of the Federal Reserve System 


Effective as to each member bank at the opening of business on April 17, 1958, 
except as otherwise indicated. 


RESERVES REQUIRED To BE MAINTAINED BY MEMBER BANKS WITH FEDERAL 
RESERVE BaNnkKs 


Pursuant to the provisions of section 19 of the Federal Reserve Act and sec- 
tion 2(a) of its Regulation D, the Board of Governors of the Federal Reserve 
System hereby prescribes the following reserve balances which each member 
bank of the Federal Reserve System is required to maintain on deposit with the 
Federal Reserve Bank of its district: 

1. If not in a reserve or central reserve city— 

(a) 5 percent of its time deposits, plus 
(b) 11 percent of its net demand deposits. 

2. If in a reserve city (except as to any bank located in an outlying district 
of a reserve city or in territory added to such city by the extension of the city’s 
corporate limits, which, by the affirmative vote of five members of the Board of 
Governors of the Federal Reserve System, is permitted to maintain the reserve 
specified in paragraph 1 above) — 

(a) 5 percent of its time deposits, plus 
(b) 17 percent of its net demand deposits until the opening of business 
on April 24, 1958, and 16% percent of its net demand deposits thereafter. 

3. If in a central reserve city (except as to any bank located in an outlying 
district of a central reserve city or in territory added to such city by the exten- 
sion of the city’s corporate limits, which, by the affirmative vote of five members 
of the Board of Governors of the Federal Reserve System, is permitted to main- 
tain the reserves specified in paragraph 1 or 2 above) — 

(a) 5 percent of its time deposits, plus 
(b) 18% percent of its net demand deposits until the opening of business 
on April 24, 1958, and 18 percent of its net demand deposits thereafter. 


39404 O—59——__8 
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Apprnpix C 


COMPILATION OF FEDERAL AND STATE LAWS RELATING TO RB- 


SERVES AGAINST DEPOSITS IN BANKING INSTITUTIONS, JANUARY 
1, 1959 


Prepared in the Legal Division of the Board of Governors of the Federal 
Reserve System 


FOREWORD 


This is a compilation of Federal and State statutes, as of January 1, 1959, 
relating to reserve requirements of State banking institutions : commercial banks, 
trust companies, savings banks and departments, and Morris Plan banks and 
similar institutions. It does not purport to cover requirements that certain 
portions of income or capital be set aside to meet losses or contingencies, such 
as requirements for the establishment of guaranty funds by mutual savings 
banks. 

By virtue of statute in 41 States and the District of Columbia, State institu- 
tions which are members of the Federal Reserve System may or must comply 
with Federal Reserve requirements in lieu of State requirements. For various 
reasons, other than by virtue of statute, member banks in the remaining eight 
States are in effect exempted from State requirements. 

For ready reference purposes the compilation is preceded by a tabular sum- 
mary of the requirements of State laws with respect to reserves of commercial 
banks and trust companies. 

Table I, sets out the State Reserve requirements for commercial banks and 
trust companies, and is divided into two sections: 

Section A shows the requirements presently applicable to (1) all com- 
mercial banks and trust companies in 33 States and the District of Col- 
umbia, including so-called “country banks”, and (2) the requirements for 
“country banks” in 16 States. 

Section B shows for each of the 16 States the Reserve requirements for 
banks other than country banks; i.e., those designated or approved as Re- 
serve depositories, located in central Reserve or Reserve cities, or in cities 
of specified population ranges. 

Table II, sets ont the basic statutory Reserve requirements, actual require- 
ments, and minimum and maximum requirements prescribed for commercial 
banks and trust companies in States in which banking authorities are empowered 
to change Reserve requirements. 

The State of Alaska is included in the tables and compilation although cer- 
tain of the Federal statutes have not yet been amended to reflect its statehood 
status. The Territory of Hawaii is not included in the tables. However, the 
Hawaiian statute covering Reserve requirements is included in the compilation 
of laws because of the possible admission of Hawaii to statehood status in the 
near future. 

Prepared in the Legal Division of the Board of Governors of the Federal Re- 
serve System with the assistance of the Bank Operations Division and the coun- 
sel of the Federal Reserve Banks, this supersedes the compilation of State laws 
on this subject dated January 1, 1956. 








| 
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TaBLe I1.—Statve reserve requirements for commercial banks and trust companies, 
Jan, 1, 1959 * 


SECTION A 
Requirements Mey my to all commercial banks and trust companies except in States marked with the 


banks” only. In The latter States these provi- 
Tenereé depositories, not located in reserve = 


the requirements apply to ‘count: 
¥A sae t apply to banks designated or approved as 
ies of specific population ranges. For provisions applicable to such “noncountry 


or located in 
see sec, B, table I] 
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See footnotes at end of table. 
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TABLE I.—State reserve requirements for commercial bunks and truat conpanies, 
Jan. 1, 1959—Continued 


SECTION B 


[Requirements applicable to banks designated of approved as reserve depositories, located in reserve ci 
or located in cities of specific population ranges) Ms 


MEMBER BANK RESERVE REQUIREMENTS 


























Required reserves (per- | Composition or reserve | Composition of reserve 
cent of deposits speci- required or demand required on time de- 
fied) deposits (percent of posits (percent of time 

demand deposits) deposits) * 
o°| Demerent re gh) eh ‘Bre 
State £,5 quirements on— E83 #32 | cf, ae 
Eek Te 1 « eke 2ks HL 
8s 3 3 Fs aS g o~ 4 oS g @ &$ 
8e% c= s ps svg- z Cea Ue. 
gs) 2 | 28 | 3 Fee05a4 3 (ESEaHG 
a co 2% Ed 2s 
= : & > |x 5 > | 7] . 
Arkansas. ....__.....__.___. ag FEROS. Sa s 12 0 
California: Banks in places ' 3 . 
a lations of— 
or more._.......-.......- 18 5; "9 9 0 Li | 0 4 
Under 100,000._......_.j..____- 15 6) "7.5 7.5 0 Le | 0 4 
AS RS a es : 4 : S 5 - 0 -45 | 2.55 0 
° Aa OO BAY Ne 4 12.5 0 0 5 0 
Kentucky -.._.......-....._}.._.__. 10 3 3. 33 6. 67 0 1 
Depositories ithin 3 
w 
miles of sta’ in 
_ 5 REE Bags Se 20 0; 10 10 0 0 0 0 
Elsewhere in Boston ..-.|._._____ 1b 0 7.5 7.5 0 0 0 0 
Other trust companies 
within 3 mi of 
statehouse in. Boston |___-__-- 20 8 8 0 
OS Eee fee 15 5 0 15 0 0 5 0 
| SE EE 10 0 25 0 0 10 0 
Missouri: Banks and trust 
companies in places with 
populations of— 
200, 7 11 0 3 0 0 
6 7] 0 3 0 0 
0 15 0 0 15 0 
0 16 4 0 4 1 
0 15 0 0 15 0 
0 18 0 0 5 0 
0 16.5 0 0 5 0 
0 ll 0 0 5 0 
0 18 0 0 5 0 
25 | 17.5 | 0 1.25 | 3.75 | 0 
0 13. 33 6. 67 0 13. 33 6. 67 
| 





























! In most cases the p2rcentaze requirements shown are prescribed in the State law itself. Where the lew 
empowers banking authorities to change reserve requirements, the percentages shown are those which were 
actually in effect; the minimum and maximum reserve percentages which may be prescribed in those Statics 
are shown in another table. ; 

2 The reserve requirements shown in the ‘““Time de ts’’ columns for Arizona, California, Connecticut, 
Massachusetts, New Hampshire, Nebraska, Rhode Islan 1, Utah, Washington, and Wyoming apply only 
to savings deposits or to deposits in the savings departinents of commer banks and trust companies. 
Other time deposits are subject to different requirements, but in these States such deposits in State com- 





ee 
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oe banks and trust companies are relatively small in comparison with savings deposits or deposits in 
vings departments. 


sa' 
+ Securities eligible as reserves are U.S. Government obligations and, in some States, State and municipal 


se. 
4 An unspecified ‘ of’’ the reserve must be in the form of vault cash. There is a 50-percent reserve 
requirement for banks in places with less than 1,500 population, with capital of $10,000 or more but less 


than $25,000. 
§ Either vault cash or demand deposits with the Federal Reserve Bank of San Francisco. 

¢ Vault cash may not be counted as part of the required reserve. 

1 No statutory reserve requirements. 

[athe eof at compence fe reserves tai demand depos paren of depute Shy i 

case pan reserves em le t of deposits) ma 

held in the form of securities as described above. xieg - 

1¢ There is a 20-percent requirement for banks with capital stock of less than ay 

1! Either vault cash or demand deposits with the Federal Reserve Bank of San cisco. 


Nore.—In States not listed in this section or in this note, the reserve requirements shown in sec. A are 
applicable to all State commercial banks and trust companies. The requirements shown in this section 
apply to banks ees or approved as Reserve depositories, banks in central Reserve or Reserve cities, 
banks in specified cities, and banks in cities with specified population, as follows: 

Arkansas: The 20 percent requirement applies to banks designated as Reserve agents. 

California: The requirements shown above apply only to Reserve depositories. For banks that are 
not Reserve depositories, located in places with population of 50,000 or more, the requirements are the 
same as shown above except that the vault cash requirement is only 6 percent and the portion which 
may be carried with anes banks is re larger. For banks that are not Reserve 
depositories, located in places with po ion under 50,000, see sec. A. 

owa: pe requirements apply to ks in Reserve cities (designated as such under the Federal 
Reserve Act). 

Kansas: A 20-percent reserve is required against demand deposits due to banks; the 12.5-percent 

epgiraness — to other demand deposits. 

entucky: 10-percent requirement on demand deposits applies to banks in Reserve cities. There 
is a 13-percent requirement against demand deposits for central Reserve city hanks, but there is no 
central Reserve city in the State. 

oye The requirements apply to banks in Reserve cities (designated as such under the Federal 
Reserve ; 

Mississippi: The requirements apply to banks in places with population over 50,000. 

Montana: The requirement applies to banks approved as Reserve depositories. 

Nebraska: The requirements apply to banks in cities with population of 25,000 or more. 

Nevada: A ——— reserve is required against deposits due to banks; the 15-percent requirement 
engeee to other demand deposits, 

klahoma: The requirements apply to sppreces depositories. 
Utah: The regumements apply to banks in places with population of 50,000 or more. 
Wisconsin: The requirement applies to banks designated as Reserve depositories. 
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Taste II.—Basic statutory reserve requirements, actual requirements on Jan, 1, 
1959, and minimum and mazvimum requirements prescribed by State law, for 
State commercial banks and trust companies in States in which banking au- 
thorities are empowered to change reserve requirements 











Percent of demand deposits Percent of time deposits 
State 
Basic | Actual} Mini- | Maxi- | Basic | Actual} Mini- | Maxi- 
mum | mum mum | mum 
ES RE OE RE SOT A WOT HMR 1 5 
psi it ee LE naivgbilnnstiog’ 10 10 10 5 5 5 10 
Agmarens FF i 15 15 15 FR 15 15 15 FR 
California: "Banks in places with 
population of— 

18 18 18 FR 5 5 5 FR 
15 15 15 FR 5 5 5 FR 
12 12 12 FR 5 5 5 FR 
12 12 12 24 0 0 0 0 
7 ll 7 FR 3 5 3 FR 
FR 16.5 FR FR | FR 5 FR FR 
10 10 10 20 3 3 3 6 
7 7 14 3 3 3 6 
15 11 R 0 5 0 FR 
15 15 15 | FR 30 3 5 3; FR6 
20 20 (» 0 0 0 0 
15 15 (7) 0 0 0 0 
12 12 12 12 12 12 4 
12 12 12 FR 5 5 5 FR 

15 15 15 15 15 15 (1) 
15 15 15 15 915 915 
15 ll 18 | FR 30 3 5 3 FR 6 
12 12 12 15 12 12 12 15 
13 18 13 FR Uy) 5 0 FR 
13 16.5 13 FR (7) 5 0 FR 
10 ll 10 FR (7) 5 0 FR 
10 16.5 10 FR (7) 5 0 FR 
7 11 FR () 5 0 FR 
Bl | of] o| | | 0° 0” 
15 15 12 30 5 § 4 10 
15 14 30 7.6 6 (*) 15 
20 40 5 5 10 
15 15 15 30 5 5 5 10 
15 30 9 30 3 & 8 
































ptt symbol standing alone panties that the State law provides that the maximum and/or mini- 
mum shall be the same as prescribed by Federal authorities for member banks; where the bryan eppeers 
with a percentage, the requirement prescribed by State authorities may not exceed either 
or the provision ing ayy applicable to member banks. 


for reserve requirements by the State 5 Aig ge acter 
2In a Mich poem, and New Mexico, identical requirements apply to demand and time 
deposits. However, in igan the entire reserve on time deposits may of U.S. Government 


securities. 
3 Neither these genoa a nor the authority to change requirements extends to banks designated as 
Reserve agents. 6 requirements for such banks is 20 Soreent against demand and time deposits. 
4 The requirements apply also to banks that are reserve depositories located in places with population 


under 50, 

Fikceaean tll at 0 intestectd email eneton 00:00 pol tape ts of Connecticut trust com consist 
of dep»sits in sa aa Tepe its and in the case jusetts trust com , Of sa deposits, 
S meee tates refer > such deposi p dhe nd hich Gopoetts are exempted by. eed _ nore 

uiremen owever, ee reen & perm range 
from 5 to 10 Pee te 0 Sine Gapedtie eeaiarsiel on partment, and in Massachusetts 
the demand t supplies to certain time og Bp tenet tamer 
6 The ee central Reserve cities, but there are no such 


cities in 

7 None specified in the la 

$A plies to banks in Boston and within 3 miles ofthe statehouse, 

* The of reserve requirements on time dep sits in the commercial department is from 5 t to 
the Fed Reserve maximum, but the reserve req’ t on deposits in savings departments of com- 


mercial] banks is the same as fixed for savings banks, , 15 percent, and the reserve may consist of 
cash, balances in other banks, or obligations of the United States. 
® hanks im citioe with = population ef 90 50,000 or more. 


Note.—In Florida (not listed above) the Ree tow notes Haak Be competes may from time to time for- 
mulate and promulgate reasonable rules and regulations governing the conduct of State banks, which shall 
have the foree and effect of law, and he shall have power to enforoe the same This authori ty has never 
been used by the comptroller to increase or lower bank reserve requirements. 
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FEevERAL Law 
{Title 12, United States Code Supp. 5, 1958 (Federal Reserve Act cited as F.R.A.) ) 


MEMBER BANKS 


§ 461. Demand and time deposits defined 


“The Board of Governors of the Federal Reserve System is authorized for the 
purposes of this section and sections 142, 371a, 371b, 374, 374a, 462, and 462a-1 to 
466 of this title, to define the terms ‘demand deposits’, ‘gross demand deposits’, 
‘deposits payable on demand’, ‘time deposits’, ‘savings deposits’, and ‘trust funds’, 
to determine what shall be deemed to be a payment of interest, and to prescribe 
such rules and regulations as it may deem necessary to effectuate the purposes of 
such sections and prevent evasions thereof: Provided, That, within the meaning 
of the provisions of such sections regarding the reserves required of member 
banks, the term ‘time deposits’ shall include ‘savings deposits’.” F.R.A. sec. 19, 
par. 1.) 

-§ 462. Balance which member banks must keep in reserve banks 


“Bvery bank, banking association, or trust company which is or which becomes 
‘a member of any Federal Reserve bank shall establish and maintain reserve 
balances with its Federal Reserve bank as follows: 

“(a) If not in a Reserve or central Reserve city, as now or hereafter defined, 
‘it shall hold and maintain with the Federal Reserve bank of its district an actual 
net balance equal to not less than 7 per centum of the aggregate amount of its 
«demand deposits and 3 per centum of its time deposits. 

“(b) If in a Reserve city, as now or hereafter defined, it shall hold and main- 
tain with the Federal Reserve bank of its district an actual net balance equal to 
not less than 10 per centum of the aggregate amount of its demand deposits and 
3 per centum of its time deposits: Provided, however, That if located in the out- 
lying districts of a Reserve city or in territory added to such a city by the exten- 
‘sion of its corporate charter, it may, upon the affirmative vote of five members of 
the Board of Governors of the Federal Reserve System, hold and maintain the 
reserve balances specified in paragraph (a) of this section. 

“(c) If in a central Reserve city, as now or hereafter defined, it shall hold and 
‘maintain with the Federal Reserve bank of its district an actual net balance 
‘equal to not less than 13 per centum of the aggregate amount of its demand de- 
‘posits and 3 per centum of its time deposits: Provided, however, That if located 
in the outlying districts of a central Reserve city or in territory added to such 
‘city by the extension of its corporate charter, it may, upon the affirmative vote 
of five members of the Board of Governors of the Federal Reserve System, hold 
and maintain the reserve balances specified in paragraphs (a) or (b) of this 
section.” (F.R.A. sec. 19, par. 2.) 


§ 462b. Change of requirements as to reserves in order to prevent eredit expansion 
or contraction 


“Notwithstanding the other provisions of this section and sections 142, 371la, 
8371b, 374, 374a, 461, 462, 462a-1, and 463-466 of this title, the Board of Governors 
of the Federal Reserve System, upon the affirmative vote of not less than four 
of its members, in order to prevent injurious credit expansion or contraction, 
may by regulation change the requirements as to reserves to be maintained 
against demand or time deposits or both (1) by member banks in central Reserve 
cities or (2) by member banks in Reserve cities or (3) by member banks not in 
Reserve or central Reserve cities or (4) by all member banks; but the amount of 
the reserves required to be maintained by any such member bank as a result of 
any such change shall not be less than the amount of the reserves required by 
law to be maintained by such bank on August 23, 1935, nor more than twice such 
amount.” (F.R.A., sec. 19, par. 6.) 

Note: Since paragraph 2 of Section 19 of the Federal Reserve Act has not 
been amended since 1918, the amount of the reserves required by law to be 
maintained on the date of enactment of the Banking Act of 1935 were the same 
as those specified in such paragraph above. The current amount of reserves to 
be maintained by member banks with Federal Reserve banks may be found in 
bm Supplement to Regulation D of the Board of Governors of the Federal Reserve 

ystem. 
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§ 248. Enumerated powers 

“The Board of Governors of the Federal Reserve System shall be authorized 
and empowered : 

® ® ry * * * a 

“(e) Adding to or reclassifying Reserve and central Reserve cities 

“To add to the number of cities classified as Reserve and central Reserve 
cities under existing law in which national banking associations are subject to 
the reserve requirements set forth in section 20 of this act, or to reclassify exist- 
ing Reserve and central Reserve cities or to terminate their designation as 
such,” (F.R.A., sec. 11(e).) 


§ 464. Checking against and withdraical of reaerve balance 


“The required balance carried by a member bank with a Federal Reserve bank 
may, under the regulations and subject to such penalties as may be prescribed by 
the Board of Governors of the Federal Reserve System, be checked against and 
withdrawn by such member bank for the purpose of meeting existing liabilities.” 
(F.R.A., sec. 19, par. 9.) 


$465. Basis for ascertaining deposits against which required balance is deter. 
mined 

“In estimating the reserve balances required by this chapter, member banks 
may deduct from the amount of their gross demand deposits the amounts of 
balances due from other banks (except Federal Reserve banks and foreign banks) 
and cash items in process of collection payable immediately upon presentation 
in the United States, within the meaning of these terms as defined by the Board 
of Governors of the Federal Reserve System.” (F.R.A., sec. 19, par. 10.) 


§ 466. Reservce of banks in Alaska or ingular posacssions 


“National banks, or banks organized under local laws, located in Alaska or in 
a dependency or insular possession or any part of the United States outside the 
continental United States, may remain nonmember banks, and shall in that 
event maintain reserves and comply with all the conditions now provided by 
law regulating them; or said banks may with the consent of the Board of Gov- 
ernors of the Federal Reserve System, become member banks of any one of the 
Reserve districts, and shall in that event take stock, maintain reserves, and be 
subject to all the other provisions of this chapter.” (F.R.A., sec. 19, par. 11.) 


§ 4620-1. Reserves against dcposits by United States 

“Notwithstanding the provisions of the First Liberty Bond Act, as amended, 
the Second Liberty Bond Act, as amended, and the Third Liberty Bond Act, as 
amended, member banks shall be required to maintain the same reserves against 
deposits of public moneys by the United States as they are required by this 
section and sections 142, 371a, 871b, 374, 374a, 461, 462, and 462b—466 of this title 
to maintain against other deposits.” (F.R.A., sec. 19, par. 14.) 

Note: The President proclaimed “the cessation of hostilities of World War II, 
—* twelye o’clock noon, December 31, 1946.” (3 CFR Cum. Supp. 1946, 
Dp. T7.) 

§ 248. Enumerated powers 

“The Board of Governors of the Federal Reserve System shall be authorized 

and empowered : 
® e ° * . * * 

“(e) Suspending reserve requirements ; establishing graduated taz on deficiency 
in gold reserve 

“To suspend for a aa not exceeding thirty days, and from time to time to 
renew such suspension for periods not ‘exceeding fifteen days, any reserve re- 
quirements specified in this chapter: Provided, That it shall establish a gradu- 
ated tax upon the amounts by which the reserve requirements of this chapter 
may be permitted to fail below the level hereinafter specified: And provided 
further, That when the reserve held against Federal Reserve notes falls below 
25 per centum, the Board of Governors of the Federal Reserve System shall 
establish a graduated tax of not more than 1 per centum per annum upon such 
deficiency until the reservés fall to 20 per centum, and when said reserve falls 
below 20 per centum, a tax at the rate increasingly of not less than 1% per 
centum per annum upon each 2% per centum or fractior thereof that such re- 
serve falls below 20 per centum. The tax shall be paid by the Reserve bank, 
but the Reserve bank shall add an amount equal to said tax to the rates of in- 
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terest and discount fixed by the Board of Governors of the Federal Reserve 
System.” (F.R.A. sec. 11(c).) 


STATE MEMBER BANKS 


§ 324. Laws applicable on becoming members 


“AN banks admitted to membership under authority of this section shall be 
required to comply with the reserve and capital requirements of this chapter 
and to conform to those provisions of law imposed on national banks which pro- 
hibit such banks from lending on or purchasing their own stoek, which relate 
to the withdrawal or impairment of their ¢apital stock, and which relate to the 
payment of unearned dividends. Such banks and the officers, agents, and em- 
ployees thereof shall also be subject to the provisions of and to the penalttes 
prescribed by sections 334, 656, and 1005 of Title 18, and shall be required to 
make reports of condition and of the payment of dividends to the Federal Re- 
serve bank of which they hecome a member. Not less than three of such reports 
shall be made annually on call of the Federal Reserve bank on dates to be fixed 
by the Board of Governors of the Federal Reserve System. Failure to make 
such reports within ten days after the date they are called for shall subject 
the offending bank to a penalty of $100 a day for each day that it fails to 
transmit such report; such penalty to be collected by the Federal Reserve bank 
by suit or otherwise. Such reports of condition shall be in such form and shall 
contain such information as. the Board of Governors of the Federal Reserve 
System may require and shall be published by the reporting banks in such man- 
ner and in accordance with such regulations as the said Board may prescribe.” 
(F.1.A. sec. 9, par. 6.) 

NATIONAL BANKS 


§ 142. Banks in reserve citics ; reserves 


“National banking associations located in reserve cities or central reserve 
cities shall maintain reserves provided for in section 462 of this title for banks 
so located.” 


§ 143. Banks in Alaska and insular posscesions ; lawful money reserves 


“Every national banking association located in Alaska or in a ‘dependency or 
insular possession or any part of the United States outside of the continental 
United States, and not a member of the Federal Reserve System, shall at all 
times have on hand in lawful money of the United States an amount equal to 
at least 15 percent of the aggregate amount of its deposits in all respects. When- 
ever the lawful money of any such association shall fall below 15 percent of its 
deposits such association shall not increase its liabilities by making any new 
loans or discounts other than by discounting or purchasing bills of exchange 
payable at sight nor make any dividends of its profits until the required propor- 
tion between the aggregate amount of its deposits and its lawful money of the 
United States has been restored. And the Comptroller of the Currency shall 
notify any such association whose lawful money reserve shall be below the 
amount required to be kept on hand to make good such reserve, and if such 
association shall fail for thirty days thereafter so to make good its lawful 
money the Comptroller may, with the concurrence of the Secretary of the 
Treasury, appoint a receiver to wind up the business of the association as pro- 
vided in section 192 of this title.” 


§ 144. Certain balances counted toward reserves in Alaska and insular posses- 
sions 


“Four-fifths of the reserve of 15 per centum which a national bank located in 
Alaska or in a dependency or insular possession or any part of the United 
States outside of the continental United States, and not a member of the Federal 
Reserve System, is required to keep, may consist of balances due such bank 
from associations appreved by the Comptroller of the Currency and located 
in any one of the central reserve or reserve cities as now or hereafter defined 
by law or designated by the Board of Governors of the Federal Reserve System.” 
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ALABAMA 


(Alabama Code of 1940, Title 5, With 1957 Supplement) 


§ 81. Reserve 

“No bank, firm, person, or corporation doing a banking business shall reduce, 
or be allowed to reduce, the cash of the bank on hand, and with banks, below 
fifteen per cent of demand deposits. In addition to such reserve no bank, per- 
son, firm, or corporation doing a banking business in this State shall reduce or be- 
allowed to reduce the cash of the bank on hand and with banks in an amount 
below the percentage of its time deposits fixed by the majority vote of the State 
banking board as the proper reserve to be maintained, which reserve shall not 
exceed five per cent of such time deposits nor at any time be fixed at an amount 
less than one percent of such time deposits.” 


§ 167. Reserves carried by member banks 

“Any bank, savings bank or trust company incorporated under the laws of this 
State which is or may become a member of the Federal Reserve System shall 
keep and maintain as a lawful reserve the same reserves as are required by the 
Federal Reserve Act, and the amendments thereto, of other banks, members of 
the Federal Reserve System, and a compliance by such bank or trust company of 
this State with the reserve requirements of the Federal Reserve Act shall be 
held to be a full compliance with the provisions of the laws of this State on the 
subject of bank reserves, and such bank or trust company shall not be re 


quired to carry reserves other than such as are required under the terms of 


the Federal Reserve Act and its amendments.” 


ALASKA 


(1 Alaska Compiled Laws Annotated, Title 34, With 1958 Cumulative 
Supplement) 


$ $4-1-131. Reserves against deposits 

“Every bank doing business in this Territory shall have on hand at all times 
in available funds consisting of money, gold dust, gold bullion, or amounts due 
from good and solvent banks located in Alaska, or in depositories located in com- 
mercial centers in the United States, not less than twenty (20%) per cent of its 
demand liabilities and eight (8%) per cent of its time deposits, provided, that 
for the purposes of the foregoing requirements, liabilities shall be excluded which 
consist of deposits secured by assets of the bank, pledged as required or per- 
mitted by laws of the United States or of the Territory of Alaska.” 


§ 34-1-54. Powers of Board 
“In addition to other powers conferred by this Act [§ § 34-1-38-34-1-250 
herein] the Board shall have power to: 


“(5) Order any person to cease violating a provision of this Act [§ § 34-1-38- 
34-1-250 herein] or a lawful regulation issued thereunder or to cease engaging 
in any unsound banking practice. ...” 


ARIZONA 


(2 Arizona Revised Statutes, Annotated, Title 6, With 1958 Cumulative 
Pocket Part) 


§ 6-243. Legal reserves for commercial and savings banks 


“A. Commercial banks and savings banks shall maintain total reserves equal 


to the following percentages of the aggregate amount of their deposits, exclusive 
of deposits of the United States, postal savings funds and state, county, muni- 
cipal and other deposits of public monies which are secured as required by law: 
“1. Commercial banks, ten percent. 
“2. Savings bank, five percent. 

“B. The reserves shall be maintained in lawful money of the United States or 
in solvent credits on deposit in a reserve depository or depositories which meet 
the qualifications prescribed. A bank may keep the legal reserve on deposit 
in a depository or depositories designated by it, which, except as otherwise 
provided in this article, shall be a bank, trust company or national banking as- 
sociation approved by the superintendent. 
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“C. Not more than twenty-five percent of a bank’s legal reserve on deposit 
shall be kept in any one depository having a capital stock and surplus of less 
than two hundred thousand dollars, and the reserve on deposit shall not exceed 
fifteen percent of the capital stock and surplus of the reserve depository. A 
bank shall not be a reciprocal reserve depository for another bank, A bank 
having both commercial and savings departments shall maintain the legal re- 
serve for each department.” 


§ 6-244. Establishment and amendment of reserve requirements 


“Should the superintendent determine that sound banking practice makes ac- 
tion advisable, he may establish by regulation and amend, when necessary, the 
requirements with respect to legal reserves of commercial banks and savings 
banks which are not members of the Federal Reserve System. The reserves so 
established shall in no instance be less than those prescribed by this article, 
nor more than double that requirement.” 


§ 6-245. Reports of deposits and reserves 


“A report showing the average daily deposits and the amount and character 
of reserves maintained against the deposits shall be submitted to the superin- 
tendent monthly by each commercial and savings bank. The report shall be 
in the form prescribed by the superintendent and shall be transmitted not later 
than the tenth day of the month next succeeding the period covered thereby.” 

§ 6-248. Deficiency of or failure to maintain reserves; penalties; restrictions 

“A. If a commercial bank or savings bank fails to maintain its total reserves 
as prescribed by this article, the superintendent may impose upon it a penalty 
based upon the period of time the deficiency continues, at the rate per annum of: 

' “1, Six percent upon a deficiency not exceeding two percent of deposits. 

“2. Eight percent upon an additional deficiency exceeding two percent and 
not exceeding three percent of deposits. 

“3. Ten percent upon an additional deficiency exceeding three percent and 
and not exceeding four percent of deposits. 

“4, Twelve percent upon an additional deficiency in excess of four percent 
of deposits, 

“B. If a commercial bank or savings bank fails to maintain its reserves: 
as prescribed by this article, the superintendent may notify the bank to restore. 
its reserves and if it fails to do so within thirty days thereafter it may be 
deemed insolvent and proceeded against as provided in this title. 

“C. If the total reserves of a commercial bank or savings bank fall below 
the amount prescribed by this article, the bank shall make no new loans or dis- 
counts except by discount of bills of exchange on sight, nor pay any dividends until 
its reserves have been restored to the required amount.” 


§ 6-336. Regulation and tavation 


“Industrial banks shall be operated, taxed, regulated, and examined in the 
same manner as commercial banks organized and operated pursuaut to the laws 
of the State, and shall at all times maintain the same legal reserve as prescribed 
and required of savings banks.” 


§ 6-230. Membership in Federal Reserve System; reserves ; eramination 

“A. A bank may subscribe to the capital stock and become a member of the 
Federal Reserve System created and organized under the Federal Reserve Act. 

“B. The compliance of the bank with the reserve requirements of the act shall 
be in lieu of, and shall relieve the bank from compliance with the provisions of 
the laws of this State relating to the mainenance of reserves. The superintendent 
may in his discretion accept the examination of a bank made under the Federal 
Reserve Act in lieu of the examination required under the laws of this State.’” 


ARKANSAS 
(6 Arkansas Statutes 1947 Annotated, Title 67, With 1957 Replacement) 


§ 67-112. Banking laws ; who subject thereto 


“Wherever the word “bank” appears in this act, it shall be deemed to apply 
alike to any incorporated bank, trust company, or savings bank, other than 
co-operative banks organized under the provisions of Act 632 of the Acts of the 
General Assembly of 1921 [§§ 64-1501, 64-1503-64-1523] and also to any partner- 
ship or individual transacting a banking business,” 
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$ 67+401. Reserves of banks and trust companics 

“Every bank shall, at all times, have on hand as a reserve an amount equal to 
at least fifteen percent [15%] of the aggregate sum of its deposits. A part of said 
fifteen percent [15%] shall be in eash in the vaults and the remainder thereof 
may be held on deposit subject to check with any other bank, banks, or trust 
companies which may have been approved by the Commissioner as Reserve 
agents ; provided, however, that the Bank Commissioner may from time to time, 
with the approval in each instance of the State Banking Roard, require a reserve, 
uniformly applicable to all banks, of not less than fifteen percent [15%] of the 
aggregate sum of the deposits and not more than the reserve at the time required 
of member banks of the Federal Reserve System pursuant to the Acts of Congress 
and Regulations of the Federal Reserve Board thereunder, and every bank shall 
at ali times have on hand as a reserve the respective amount required by the Com- 
missioner as aforesaid.” 


$ 68-307. Capital stock ; minimum requirements 


“(a) Hereafter the fully paid-up capital stock of any bank shall not be less 
than $25,000 in towns or cities having less than 2.500 inhabitants and shall not be 
less than $50,000 in cities having more than 2,500 and less than 6,000 inhabitants, 
and shall not he less than $100,000 in cities having more than 6,000 inhabitants; 
provided, that the fully paid-up capital stock of any bank in cities with 75,000 
or more inhabitants shall not be less than $200,000; provided, corporations oper- 
ating under the banking department whose charter does not permit the receiving 
of deposits or acting as guardians or administrators shall have a fully paid-up 
eapital stock of not less than $100,000 in towns or cities having 75,000 or more 
inhabitants; provided, further, in cities with 75,000 or more inhabitants, and 
wherein there is existing and operating one or more banks, the State Bank 
Department, or any successor thereto, may charter therein a suburban bank 
upon a showing of public convenience and necessity therefor, with a paid-up 
capital stock of not less than $100,000. A suburban bank is hereby d>fined to be 
one whose location is outside the recognized down-town business district of said 
city and more than two and a half (2%) miles from an existing downtown 
bank. Suburban banks, when chartered, shall be subject to all other provisions 
of law in this State regulating and controlling hanks. 

“(b) It is further provided that banks may be organized in towns heving a 
population of leas than 1,500 inhabitants with a fully paid-up capital of not less 
than $10,000, but the operations of said banks shall be subject to the following 
restrictions until the capital is increased to meet the requirements as net’ forth 
tn subdivision (a) : 

* a * * * * * 


“(3) A reserve equal to fifty [50%] of the denosits shall be maintained at all 


times, but 25 percent of said reserve may be invested in United States 
bonds. *. +” 


§$ 67.402. Reserve agents for Arkansas banks 


“Any bank or trust company doing business in this State desiring to become 
a reserve agent for Arkansas banks shall make application to the Bank Com- 
missioner in form prescribed by the Commissioner, said application to be accom- 
panied by a statement in form percribed by the Commissioner, showing the con- 
dition of the bank or trust company making stich application at close of business 
on any day designated by the Commissioner, but not more than five [5] days 
poms to the date of said application; which statement shall be sworn to 
y either the president or cashier of such bank or trust company, and if said 
statement shows that the bank or trust company making same has on band as 
a cash reserve an amount equal to at least twenty [20] percent of the aggre- 
gate sum of its deposits, the Commissioner shall approve and designate said 
bank or trust company as a reserve agent for Arkansas banks; provided, that 
two-fifths of said twenty [20] percent reserve fund shall be in cash in the vaults, 
and the remainder thereof may be balances due from other banks or trust com- 
panies in or out of the State of Arkansas, approved by the Commissioner.” 


§ 67.403. Statements by Reserve agents 


“For the purpose of ascertaining if the banks or trust companies designated 
as Reserve agents for Arkansas banks are maintaining the reserve herein re- 
quired, the Commissioner shall require all banks or trust companies which have 
been approved as reserve agents to furnish him with five [5] statements each 
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calendar year in form prescribed by the Comissioner showing the condition of 
such banks or trust companies at close of business at some date previous to the 
call for said statements which date [shall not be more than five days previous 
to said call and if] the reserve of any such designated reserve banks or trust 
company shall be below the twenty [20] percent herein required for any two [2] 
consecutive statements, the Commissioner shall immediately notify such bank 
or trust company to make good such required reserve; and if upon the third 
consecutive statement any such bank or trust company has failed to make good 
the reserve herein required the Commissioner shall immediately withdraw from 
any such bank or trust company its right to act as reserve agent for Arkansas 
banks; provided, that any national bank doing business in this State, and hav- 
ing been designated by the Commissioner as a Reserve agent for Arkansas banks, 
shall, in lieu of the statements hereinbefore provided for, furnish the Commis- 
sioner with a copy of each of their published statements required by the National 
Bank Act, from which statement the Commissioner shall ascertain whether or 
not any such national bank is maintaining the reserve required in this section, 
and if any such national bank shall fail to maintain its reserve as herein required 
for a period of three [3] successive statements, as hereinbefore provided, then 
the Commissioner shall immediately withdraw from any such national bank 
its right to act as reserve agent for Arkansas banks.” 


§ 67.404. Haamination of applicants to be Reserve agents; fees 

“Any bank, State or National, making application to be designated a Reserve 
agent for Arkansas banks shall be subject to examination by the Banking De- 
partment, and to re-examination thereafter, when the same is necessary in the 
judgment of the Commissioner, and shall pay the same fees for such examina- 
tions as in section 49 [§ 67-416] of this act provided.” 


§ 67.406. Reserve requirements of members of Federal Reserve System 


“Any bank, trust company, or savings bank organized and doing business under 
the laws of this State which is or which becomes a member of a Federal Reserve 
Bank shall keep and maintain as a lawful reserve the same reserves as are 
required of other bank members of the Federal Reserve System, and a com- 
pliance by any such bank, trust company, or savings bank with the reserve re- 
quirements of the Federal Reserve Act shall be held to be a full compliance with 
the provisions of the laws of this State on the subject of bank reserves, and 
such bank, trust company, or savings bank shall be required to carry only such 
reserves as are required under the terms of the Federal Reserve Act; provided, 
further, that any bank or trust company located in or out of this State acting as 
Reserve agent for Arkansas banks which is, or which becomes, a member of 
the Federal Reserve System, shall be required to keep only such reserves as are 
required by the Federal Reserve Act, or any amendments thereto.” 


§ 67.409. Commission’s power to call for reports; minimum number required 
annually 


“The Commissioner shall have power to call for reports from banks, trust 
companies and savings banks, whenever deemed necessary in order to obtain a 
full and complete knowledge of their condition or the status of their reserves, 
but he shail call upon each of them for at least two [2] reports each year.” 


§ 67.405. Impairment of reserve; restrictions on business; taking charge by 

Commissioner 

“Whenever the reserve of any bank or trust company shall be below the legal 
requirement it shall not make any new loans, or otherwise invest its funds, 
except by the purchase of Bills of Exchange payable at sight; or pay any divi- 
dend out of its profits; until the required reserve has been restored. The Com- 
missioner shall notify the Board of Directors of any bank or trust company, 
whose reserve shal be found to be below the amount required herein, to make 
good such reserve, and if the same is not done within thirty [80] days he may 
take charge thereof, as hereinafter provided in case of insolvency.” 


§ 67.604. Insolvent banks 


“A bank or trust company shall be deemed insolvent within the meaning of this 
act upon the existence of the following facts: 
* * * * * * * 


“(5) When it shall fail to make good its reserve as required by law.” 
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$ 67-1013 Reserves required 

“All ‘Industrial Loan Institutions’ shall establish as a reserve against the 
choses in action, investment certificates, contracts or agreements, described in 
section four [4] [§ 67-1004] of this act, of not less than fifteen percent [15%] 
of the amount of the indebtedness thus created. 

“This reserve shall be in cash in the actual possession of the ‘Industrial Loan 
Institution’ or on demand deposit in approved State or National Banks ; Provided, 
however, That such choses in action, investment certificates, contracts, or agree- 
ments, as are issued under section four (4) [§ 67-1004] of this act, and are held 
by said ‘Industrial Loan Institutions’ as security for its own loans, cannot be 
considered as an indebtedness for which a reserve must be maintained under 
this section.” 

CALIFORNIA 


(30 West’s Annotated California Codes, with 1958 Cumulative Pocket Part) 
DEPARTMENTAL BANKING 


§ 1109. Departmental reserves 

“Every bank having departments shall maintain for each department reserves 
equal in amount to the reserves required by this division for the particular 
department and shall keep the total reserves of each department separate and 
apart from the reserves of any other department.” 


NONDEPARTMENTAL BANKS 


§ 1330. Reserve requirements 

“Every nondepartmental bank, at all times, shall maintain against its demand 
deposits, exclusive of deposits of the United States, postal savings funds, and 
state, county, municipal, and other deposits of public moneys which are secured 
by law, the reserves required of other commercial banks under Article 3 of 
Chapter 10, and in addition thereto shall maintain against its savings deposits 
reserves in the amount and in the manner set forth in Sections 1430 and 1431.” 


§ 1331. Federal Reserve members’ reserve requirements 

“If any nondepartmental bank is a member of the Federal Reserve Bank it 
shall comply with the reserve requirements of the Federal Reserve Act and its 
compliance therewith shall be in lieu of and shall relieve such bank from com- 
pliance with the provisions of this article.” 


COMMERCIAL BANKS; RESERVES 


§ 1250. Minimum reserves 


“Every commercial bank at all times shall maintain total reserves equal to 
the following percentages of the aggregate amount of its deposits, exclusive of 
deposits of the United States, postal savings funds, and state, county, municipal, 
and other deposits of public moneys which are secured as required by law: 

“(a) 18 percent if the bank has its principal place of business in a city 
having a population of 100,000 or over. 

“(b) 15 percent if the bank has its principal place of business in a city 
having a population of 50,000 or over and less than 100,000. 

“(c) 12 percent if the bank is located elsewhere in the State, unless the 
bank is acting as a reserve depositary and in that event, 15 percent.” 


§ 1251. Nature of reserves 

“Of the total reserves required to be maintained by a commercial bank, an 
amount equal to 6 percent of its deposits, or if it is acting as a reserve depositary 
an amount equal to one-half of its required total reserves, shall consist of, (a) 
gold bullion or any form of money or currency authorized by the laws of the 
United States kept in the bank’s vault or, with the consent of the superintendent, 
in a safe deposit box in any other bank in this State under the exclusive control 
of the depositing bank, or (b) deposits subject to call with a Federal Reserve 
bank in the district in which the bank is located. 

“The remainder of such total reserves shall consist of, (a) gold bullion or any 
form of money or currency authorized by the laws of the United States kept as 
above provided, (b) deposits subject to call with a Federal Reserve bank in 
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the district in which the bank is located, or (c) deposits subject to call with 
Reserve depositaries of such bank designated as such pursuant to Section 1255 
of this code.” 


§ 1252. Compliance with requirements of Federal Reserve Act 


“If any commercial bank is a member of a Federal Reserve bank it shall com- 
ply with the Reserve requirements of the Federal Reserve Act and its compli- 
ance therewith shall be in lieu and shall relieve such bank from compliance with 
the provisions of this article.” 


§ 1253. Failure to maintain required reserves ; penalty 


“If a commercial bank fails to maintain its total reserves, the superintendent 
may impose a penalty upon it based upon the length of time the deficiency in its 
reserves continues, at the following rates: 

“(a) At the rate of 6 percent per annum upon any deficiency not exceed- 
ing 2 percent of its deposits. 

“(b) At the rate of 8 percent per annum upon any additional deficiency 
exceeding 2 percent and not exceeding 3 percent of its deposits. 

“(e) At the rate of 10 percent per annum upon any additional deficiency 
exceeding 3 percent and not exceeding 4 percent of its deposits. 

“(d) At the rate of 12 percent per annum upon any additional deficiency 
in excess of 4 percent of its deposits.” 


§ 1254. Prohibition of new loans and discounts; order to restore reserves 


“If the total reserves of any commercial bank fall below the amount required 
to be maintained by this article it shall not make any new loans or discounts, 
except by discount of bills of exchange on sight, nor pay any dividends until its 
reserves have been restored to the full amount herein required. If any com- 
mercial bank fails to maintain its reserves as required by this article, the super- 
intendent may notify such bank to restore its reserves and if it fails to do so 
within 30 days thereafter it may be deemed insolvent and may be proceeded 
against as provided in this division. A deposit by one bank with another bank 
shall not be regarded as a loan.” 


§ 1255. Reserve depositaries ; designation; qualifications 


“A bank or trust company, by a majority vote of all its directors, may nomi- 
nate another bank or banks which meet the qualifications hereinafter set forth 
as its reserve depositary or depositaries. The superintendent, in his discretion, 
may approve or disapprove such nomination. If he approves the same he shall 
Me: ce the bank so nominated as a Reserve depositary of the nominating 
“A reserve depositary may be a banking corporation located in any city in the 
United States and having a paid-up capital and surplus of one million dollars 
($1,000,000) or more, or it may be a bank organized under the laws of this 
State or a national banking association located in this State having a com- 
bined paid-up capital and surplus conforming with the following schedule: 

“(a) Not less than five hundred thousand dollars ($500,000), if located 
in a city which has a population of 300,000 or over. 

“(b) Not less than four hundred thousand dollars ($400,000), if located 
in a city which has a population of 100,000 or over and less than 300,000. 

“(c¢) Not less than three hundrad thousand dollars ($300,000), if located 
in a city which has a population of 50,000 or over and less than 100,000. 

“(d) Not less than two hundred thousands dollars ($200,000), if located 
elsewhere in the State.” 


§ 1256. Deposits defined 


“The term ‘deposits’ wherever used in this article shall be the aggregate 
deposits of a commercial bank exclusive of the deposits of public moneys re- 
ferred to in Section 1250.” 


§ 1257. Authority of superintendent to change reserve requirements 


“Whenever he determines that the maintenance of sound banking practices or 
the prevention of injurious credit expansions or contractions makes such action 
advisable, the superintendent by general regulation and without submitting such 
regulation to any other State agency or authority, may change, from time to 
time, the nature and amount of reserves required to be maintained by commer- 
cial banks doing business in this State which are not members of a Federal 
Reserve Bank. The reserves so specified shall not be less than those provided in 
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this chapter nor greater than those required, at the time, of commercial banks 
doing business in this State which are members of a Federal Reserve bank.” 


§ 1430. Minimum total reserves 


“Every savings bank at all times shall maintain total reserves in an amount 
equal to 5 percent of the aggregate amount of its deposits, exclusive of deposits 
of the United States, postal savings funds, and State, county, municipal, and 
other deposits of public moneys which are secured as required by law.” 


§ 1431. Minimum reserves on hand 


“Of the reserves required to be maintained by a savings bank an amount equal 
to at least 1 percent of the amount of its deposits shall be maintained as reserves 
on hand and shall consist of, (a) gold bullion or any form of money or currency 
authorized by the laws of the United States, or (b) deposits subject to call with 
a Federal Reserve bank in the district in which the bank is located. The re- 
mainder of such reserves required to be maintained equal in amount to 4 percent 
of the amount of the bank’s deposits shall consist of, (a) gold bullion or any 
form of money or currency authorized by the laws of the United States, (b) 
deposits subject to call with a Federal Reserve bank in the district in which 
such bank is located or with reserve depositaries designated for it pursuant to 
Section 1255 of this code, or (c) unpledged negotiable direct obligations of the 
United States.” 


§ 14382. Mavimum reserves on hand 


“No savings bank shall be required to maintain reserves on hand in excess of 
four hundred thousand dollars ($400,000) and when such reserves on hand reach 
that amount, the balance of total reserves necessary to make up the 5 percent 
may be kept on deposit with a reserve depositary designated for it pursuant to 
Section 1255 of this code.” 


$1433. Compliance with reserve requirements of Federal Reserve Act 


“If any savings bank is a member of a Federal Reserve bank, it shall comply 
with the reserve requirements of the Federal Reserve Act and its amendments, 
and its compliance therewith shall be in lieu of and shall relieve such savings 
bank from compliance with the provisions of this article.” 


§ 1434. Failure to maintain required reserves; prohibition of new loans and 
dividends; notice to restore reserves 


“If the total reserves of any savings bank fall below the amount required to 
be maintained by this article, it shall not make any new loans or pay any 
dividends until its total reserves have been restored to the full amount required, 
and the superintendent may impose the same penalties as he is authorizei to 
impose on commercial banks under Section 1253 of this code. If any savings 
bank fails to maintain its reserves as required by this article, the superintendent 
may notify such bank to restore its reserves and if it fails to do so within 30 
days thereafter it may be deemed insolvent and may be proceeded against as 
provided in this division.” 

§ 1487. Authority of superintendent to change Reserve requirements 

“Whenever he determines that the maintenance of sound banking practices or 
the prevention of injurious credit expansions or contractions makes such action 
advisable, the superintendent by general regulation and without the necessity 
of submitting such regulation to any other state agency or authority, may change, 
from time to time, the nature and amount of reserves required to be maintained 
by savings banks doing business in this State which are not members of a Federal 
Reserve bank. The reserves so specified shall not be less than those provided 
in this chapter nor greater than those required, at the time, of savings banks 
doing business in this State which are members of a Federal Reserve bank.” 


CoLORADO 


(2 Colorado Revised Statutes, Annotated, 1953, With 1957 Cumulative 
Supplement) 


§ 14-16-1. Reserves against deposits 


“(1) State banks which are members of the Federal Reserve System shall 
maintain such reserves against deposits as may be required by the Federal 
Reserve Act or by the board of governors of the Federal Reserve System. 
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“(2) The reserve fund of a state bank not a member of the Federal Reserve 
System shall be not less than fifteen percent of total deposits. Said funds shall 
consist of cash on hand and unpledged direct obligations of the United States 
held by the bank on its premises, or held in safekeeping in a depository approved 
by the commissioner; and money due on demand from a Federal Reserve Bank, 
deposited in a national bank located in cities designated by Federal law as 
reserve cities; or on deposit in banks or trust companies designated by the com- 
missioner as reserve banks.” 


§ 14-7-9. Subject to corporation laws 


“The organization of and requirements for the operations of industrial banks 
shall be those of ordinary general business corporations, they shall be governed 
by the law applicable to such, as set forth in sections 31—1-1 to 31-3-8, but in 
addition thereto, the state bank commissioner shall make examination twice 
each year of each industrial bank, organized and operating under the provisions 
of this article, at which time he shall satisfy himself that the bank is in a solvent 
condition, and should the state bank commissioner find the capital stock of any 
such industrial bank impaired he may give notice of such impairment to the 
directors of such industrial bank, and, if such impairment is not made good to 
the satisfaction of the commissioner within a reasonable period of time, as may 
be determined by him, he may take possession thereof and of its property and 
assets and may proceed with the appointment of a liquidator in the manner and 
with the powérs provided by law in the case of state banks. The cost of the 
examinations shall be borne by the industrial bank at the rate provided for in 
section 14—7—12. 

“Industrial banks, organized hereunder, shall establish a reserve against 
liability under investment certificates, contracts, agreements, or savings deposits, 
described in subsection (3) of section 14~-7-7, in an amount not less than fifteen 
percent of the amount of indebtednes so created. Three percent of this 
indebtedness shall be in cash in the actual possession of the industrial bank or 
on demand deposit in other banks of this State, and twelve percent of the total 
indebtedness may be in readily marketable securities; provided, however, that 
such investment certificates, contracts or agreements as are held by the industrial 
bank as security for its own loans, shall not be considered as an indebtedness for 
which a reserve must be maintained under this section.” 


§ 14-19-19. Dividends ; when 

“The board of directors of a state bank may declare dividends not more than 
once in each calendar quarter from undivided profits if the undivided profits 
account has been maintained in accordance with the provisions of this code; and 


if, the reserve against deposits required by this code is not and will not thereby 
be impaired.” 


§ 14-19-4. Impairment of capital ; assessments 
* * + * m * e 
“(2) Whenever the capital or reserve of any bank shall be impaired, it shall 


make no new loans or discounts except upon sight bills of exchange drawn against 
actually existing values.” 


CONNECTICUT 
(General Statutes of Connecticut, Revision of 1958, Title 36) 


§ 36.2. Definitions 


“As used in this title, and except as otherwise specifically provided herein, 

“(a) ‘Account’ shall include all moneys received by industrial banks in 
payment in full or in part for certificates of indebtedness and all moneys 
received by building or savings and loan associations in payment in full or 
in part for shares thereof ; 

“(b) ‘Commissioner’ shall mean the ‘bank commissioner’ ; 

“*(c) ‘Deposit’ shall include all time and demand deposits of state banks 
and trust companies, savings banks and private bankers ; 

“(d) A ‘demand deposit’ shall mean any deposit which is payable within 
thirty days; 

“(e) A ‘time deposit’ shall mean any deposit which is not payable within 
thirty days; 

“(f) The expression ‘entity subject to the general supervision of the bank 
commissioner’ shall mean any institution or person which he is by law re- 
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quired to examine, and any institution or person subject to laws which the 
commissioner is charged with executing or administering ; 

“(g) ‘Governing board’ shall mean either the board of trustees or board of 
directors of any corporation ; 

“(h) ‘State bank and trust company’ shall mean any state bank, state bank 
and trust company or trust company.” 


§ 36-26. Regulations by council 

“Whenever conditions affecting the demand for and supply of money, the exten- 
sion of credit, or any other pertinent banking operations, make such action neces- 
sary or desirable in the public interest, the advisory council on banking may, by a 
two-thirds vote of its members, by regulation: 

“(a) Authorize the commissioner to establish a maximum rate of dividends 
or interest on deposits, certificates or shares which may be paid by any one 
or more groups of entities required to be periodically examined by him; 

“(b) Change or eliminate the Reserve requirements against demand or 
time deposits of the United States Government, but the amount of such re- 
serve shall not be higher for such deposits than the then current reserve 
requirements against other demand or other time deposits ; 

“(e) Change’the Reserve requirements against demand deposits other 
than those of the United States Government to not less than twelve percent 
nor more than twenty-four percent of such deposits ; 

“(d) Change the Reserve requirements against time deposits other than 
those of the United States Government to not less than five percent nor more 
than ten percent of such deposits ; 

“(e) Provide that any part of the reserves required by it in excess of the 
statutory minimum may consist of net balances, subject to demand draft, 
with approved Reserve agents.” 

§ 36-74. Reserve fund 

“(1) Each State bank and trust company, not a member of the Federal Re- 
serve System, shall maintain a Reserve fund of at least twelve percent of its 
demand deposits and five percent of its time deposits, or as may be required 
by the advisory council on banking under statutory authority, but such require- 
ments shall not apply to deposits held in the savings department of such State 

? bank and trust company. 

“(2) Not less than one-sixth of such reserves shall consist of cash on hand 
and not more than one-sixth of such reserves may consist of United States 
government bonds at their par value. The remainder of such reserves shall 
consist of net balances subject to demand draft with such of the following 
banks as may be from time to time approved by the commissioner as reserve 
agents: 

“(a) Federal reserve banks; 

“(b) Any bank which is a member of the clearing house association of 
New York, Boston, Philadelphia, Chicago or Detroit ; 

“(@ Any State bank and trust company and any national banking asso- 
ciation having its main office in this State. 

“(3) Whenever the reserve fund of any State bank and trust company is 
below the aforesaid requirements, such bank and trust company shall not make 
any new loans or discounts or investments or declare any dividends of its 
profits until its reserve fund is restored. 

“(4) If any State bank and trust company fails to restore its reserve fund 
within thirty days after notice from the commissioner to do so, he may apply 
for a receiver of its business.” 


§ 36-153. Reserve fund 

“(1) Each industrial bank shall maintain at all times a reserve fund equal 
to not less than ten percent of its total liability for unhypothecated certificates 
of indebtedness. Not less than one-half of the total reserve fund required to be 
so maintained shall consist of cash on hand in its banking house or on deposit 
with a State bank and trust company or a national banking association located 
within this State or with another bank which is a member of the clearing house 
association of New York or Boston, provided such deposit or deposits shall be 
subject to demand draft, and provided any such bank located in New York 
or Boston shall have been approved by the commissioner as a reserve agent 
for such industrial bank. The remainder of such reserve fund shall be invested 
in the bonds or other obligations of the government of the United States or of 
this State. 


MEMBER BANK RESERVE REQUIREMENTS 125 


(2) Each industrial bank shall maintain a reserve fund of at least twelve per- 
cent of its demand deposits, or as may be required by the advisory council on 
banking under statutory authority. Not less than one-sixth of such reserve 
shall consist of cash on hand and not more than one-sixth of such reserve may 
consist of United States government bonds at their par value. The remainder 
of such reserve shall consist of net balances subject to demand draft with such 
of the following banks as may be from time to time approved by the commis- 
sioner as Reserve agents: 

**(a) Federal Reserve banks, 

“(b) Any bank which is a member of the clearing house association of 
New York or Boston, and 

“(ce) Any State bank and trust company and any national banking asso- 
ciation having its main office in this State. 

“(3) Whenever the reserve funds of any industrial bank are below the afore- 
said requirements, such industrial bank shall not make any new loans or 
investments or declare any dividends of its profits until its reserve funds are 
restored. 

“(4) If any industrial bank fails to restore its reserve funds within thirty 
days after notice from the commissioner to do so, he may apply for a receiver 
of its business.” 

DELAWARE 


(Delaware Code Annotated of 1953, Title 5, with 1958 Cumulative Pocket Part) 


§ 907. Reserve requirements 

“(a) Demand deposits as used in this section shall mean all deposits payable 
within 30 days; and time deposits shall comprise all deposits payable after 30 
days, all savings accounts, certificates of deposit, and postal savings which are 
subject to not less than 30 days notice before payment. 

“(b) Every bank, banking association, trust company, savings bank or savings 
society shall maintain liquid reserves as follows— 

“(1) Seven percent of the aggregate of its demand deposits. Such reserve 
shall consist only of cash in the possession of the bank and of net balances, 
payable on demand, with banking institutions chartered by this State, any 
other State, or the Federal Government, including Federal Reserve banks, 
which have been approved in writing as reserve depositories by the State 
Bank Commissioner ; 

“(2) Three percent of the aggregate of its time deposits. Such reserve 
shall consist of cash in the possession of the bank and of net balances with 
reserve depositories as specified in subsection (b) (1) of this section. 

““(c) Whenever the State Bank Commissioner determines that the maintenance 
of sound banking practices or the prevention of injurious credit expansion or 
contraction makes such action advisable, he may, by general regulation, change, 
from time to time, the requirements as to reserves against demand or time 
deposits, or both, in banking institutions doing business in this State which are 
not members of the Federal Reserve System. The reserves so specified shall be 
not less than the statutory requirement, nor greater than those requirements of 
the Federal Reserve bank of this district applicable to member banks in this 
State. The power conferred upon the Commissioner by this subsection shall not 
be construed as applicable to mutual savings societies and mutual savings banks 
chartered under this Code or any other laws of this State and having no capital 
stock, it being expressly provided hereby that liquid reserves in excess of three 
percent of their time deposits shall not be required of mutual savings societies 
and mutual savings banks. 

“(d) No money held in a fiduciary capacity, whether as executor, administra- 
tor, guardian, trustee, or otherwise, shall be carried or counted as part of the 
required reserves in any bank or trust company, exclusive of Federal Reserve 
member banks, unless it shall first set aside, earmarked for the trust department, 
United States Government securities having a maturity of not more than one 
year from the date of earmarking for the trust department and having a current 
market value of at least 110 percent of the amount on deposit. 

“(e) If the reserve of any corporation comprehended by this section shall be 
less than prescribed by general regulations issued by the State Bank Commis- 
sioner, the corporation shall not make any new loans or discounts, other than 
discounting bills of exchange payable on sight, nor shall the corporation declare 
or pay any dividends until the full amount of its reserve shall have been restored. 
Upon failure of any corporation to make good its reserve within 30 days after 
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notice from the State Bank Commissioner, the Commissioner may treat such 
corporation as in an unsound condition and may proceed against it accordingly.” 


§ 128. Reserve requirement for Federal Reserve System members 


“The Commissioner, in determining, in the course of his examination, the 
amount of lawful money reserve required under this Code and any other law of 
this State to be maintained, at all times, by State banks and trust companies, 
shall not require those State banks and trust companies that are members of 
the Federal Reserve bank in the Federal Reserve District embracing the State 
of Delaware to maintain a greater reserve than that required by the Federal 
Reserve Act.” 


§ 131. Unsound condition of bank or trust company ; receivership 


“(a) If the Commissioner deems that the affairs of any bank or trust company 
are in an unsound condition because of illegal or unsafe investments, or that 
its liabilities exceed its assets, or that it is transacting business without author- 
ity or in violation of this Code or any other law, or that it is unsafe or inexpedi- 
ent for such corporation to continue business, he shall communicate the facts 
to the Attorney General who shall file in the Court of Chancery in any County 
where the bank or trust company is doing business a complaint setting forth 
the facts and applying for an order requiring the bank or trust company to show 
cause why its business should not be closed. 

““(b) In a proper case made, the Court shall have power to appoint a receiver 
to take charge of, settle and close up the affairs of the bank or trust company 
under the direction of the Court, and to enjoin it from doing business, or to make 
such other order or decree as the circumstances shall warrant and to the Court 
shall seem proper. The Court may make such rules and regulations, and such 
orders and decrees in the premises as it shall deem proper. 

“(c) The receiver to be appointed shall be the Commissioner or, in his absence 
or disability, a Deputy Commissioner. Neither the Commissioner nor the Deputy 
Commissioner shall receive any extra compensation for acting as receiver. 

“(d) The Court may vest the receiver with full power and authority to borrow 
such sum or sums of money as the Court shall determine in order the more readily 
or expeditiously to settle the affairs of the bank or trust company and to make 
payments to its creditors, depositors or stockholders. Such borrowing may be 
from any public or governmental or quasi public or quasi governmental corpo- 
ration, board, commission or other agent or from any source whatsoever, and 
the Court may authorize the receiver to secure any loan by the pledge of any 
of the property or assets of the bank or trust company, and to give the lender 
a preference as to the pledged property and assets over the other creditors of 
the bank or trust company. 

DISTRICT OF COLUMBIA 


(2 District of Columbia Code of 1951, Title 26, with 1957 Supplement) 


§ 26-102. Examination by Comptroller of the Currency; section 84 of Title 12, 
United States Code, extended to banks and trust companies; Reserves. 


“* * * (c) Each bank and trust company doing business in the District of 
Columbia and not a member of the Federal Reserve System shall within six 
months from arch 4, 1933, establish and maintain reserves on the same basis and 
subject to the same conditions as may by law on March 4, 1933, or thereafter be 
prescribed for national banks located in the District of Columbia, except that 
such reserves shall be established and maintained at such agency or agencies 
which shall have the approval of the Comptroller of the Currency: Provided, 
however, (1) That the required reserves carried by such bank or trust com- 
pany with an agency or agencies may, under the regulations and subject to such 
penalties as may be prescribed by the Comptroller of the Currency, be checked 
against and withdrawn by such bank or trust company for the purpose of meeting 
existing liabilities, and (2) that no such bank or trust company shall at any 
time make new loans or shall pay any dividends unless and until the total re- 
serves acquired by law shall be fully restored.” 

Nore.—Section 26—102 of the 1951 Distriet of Columbia Code, provides that each 
bank and trust company doing business in the District of Columbia maintain the 
same reserves prescribed for national banks located in the District. The Sup- 
plement to Regulation D, issued by The Board on April 17, 1958, in a supplement 
to Regulation D, reduced the reserves required to be maintained against demand 
deposits by each reserve city member bank to sixteen and one-half percent of 
its net demand deposits, effective April 24, 1958. 
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As a result of the Board’s action, effective March 1, 1957, continuing the City 
of Washington, D.C., as a reserve city and the fact that all national banks are 
members of the System, the reserves required to be maintained against demand 
deposits by banks and trust companies located in the District have, accordingly, 
been reduced to sixteen and one-half percent of net demand deposits. 


FLORIDA 


(19 Florida Statutes, Annotated, Title XXXVI, 1958 Cumulative Annual 
Pocket Part) 
$ 659.16. Cash reserves 


“(1) Every bank shall at all times have available in cash an amount equal to 
at least twenty percent of the aggregate amount of its deposits. Such portion of 
said reserve as the bank may desire may be invested in bonds and securities of 
the United States and bonds and securities guaranteed as to principal and inter- 
est by the United States, owned and unpledged by the bank, or which are in excess 
of the total deposits which they are pledged to secure, and balances payable 
on demand, due to the company from banks with whom such company may keep 
its current account. 

“(2) Whenever the lawful reserve of any such bank as defined in subsection 
(1) shall be below the amount of twenty percent of its deposits, such bank shall 
not increase its liabilities by making any new loans or discounts otherwise than 
by discounting or purchasing of bills of exchange payable at sight, nor making 
any dividends of its profits until the required proportion between its deposits and 
its lawful money of the United States has been restored. The commissioner may 
notify any bank whose lawful money reserves shall be below the amount above 
required to be maintained to make good such reserve, and if such bank shall fail 
in thirty days thereafter so to make good its reserve of lawful money, the 
commissioner may appoint a liquidator to wind up the business of the bank as 
provided in § 661.10.” 


§ 656.10. Reserve against indebtedness 


“All Morris Plan banks shall establish a reserve, against the deposits, invest- 
ment certificates, contracts or agreements described in subsection (3) of § 656.06, 
of not less than ten percent of the amount of indebtedness thus created; three 
percent of this indebtedness shall be in cash in the actual possession of the Morris 
Pian bank or on demand deposit in other approved banks of this state, and seven 
percent of the total indebtedness may be in marketable securities; provided, 
however, That such deposits, investment certificates, contracts or agreements as 
are issued under authority of subsection (3) of § 656.06 and are held by the 
Morris Plan bank as security for its own loans, shall not be considered as an 
indebtedness for which a reserve must be maintained under this section.” 


§ 656.16. Cash reserves [Industrial Savings Banks] 


“(1) Every bank shall at all times have available in cash an amount equal to at 
least fifteen percent of the aggregate amount of its deposits. Such portion of 
said reserve as the bank may desire may be invested in bonds and securities of the 
United States and bonds and securities guaranteed as to principal and interest by 
the United States, owned and unpledged by the bank, or which are in excess of 
the total deposits which they are pledged to secure, and balances payable on de- 
mand, due to the company from bunks with whom such company may keep in 
current account. 

“(2) Whenever the lawful reserve of any such bank as defined in subsection 
(1) shall be below the amount of fifteen percent of its deposits, such bank shall 
not increase its liabilities by making any new loans or discounts otherwise than 
by discounting or purchasing of bills of exchange payable at sight, nor making 
any dividends of its profits until the required proportion between its deposits 
and its lawful money of the United States has been restored. The commissioner 
may notify any bank whose lawful money reserves shall be below the amount 
above required to be maintained to make good such reserve, and if such bank 
shall fail in thirty days thereafter so to make good its reserve of lawful money, 
the commissioner may appoint a liquidator to wind up the business of the bank 
as provided in § 661.10.” 
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GEORGIA 


(Georgia Code of 1933, Title 13, With 1958 Cumulative Pocket Part) 
§ 13-2027. Reserve 


“Every bank whose deposits are subject to check shall at all times maintain a 
reserve of 15 percent of the amount of its demand deposits, and five percent of 
the amount of its savings and time deposits. Savings banks and trust companies 
whose deposits are not subject to check without notice shall maintain a reserve 
of five percent of the amount of their deposits. Such reserve shall consist of 
lawful money of the United States, gold certificates, silver ecrtificates, Federal 
Reserve or national bank notes, in the office and vaults of the bank, and of moneys 
on deposit subject to call with other banks or bankers, such banks or bankers 
to be approved by the Superintendent of Banks: Provided, That the reserve 
against savings and time deposits may be invested in bonds of the United States 
or of this State, at the market value thereof: Provided, That any bank which 
is a member of the Federal Reserve System may in lieu of the reserve herein 
required keep and maintain such reserve as is required under the Acts of Con- 
gress relating to Federal Reserve banks. Demand deposits within the meaning 
of this section shall comprise all deposits payable within 30 days, and time 
deposits shall comprise all deposits payable after 30 days, and all savings ac- 
counts and certificates of deposit which are subject to not less than 30 days’ 
notice before payment: and Provided, That a bank shall have the right to pay 
checks drawn upon it when presented by any bank, banker, trust company, or 
any agent thereof, either in money or in exchange drawn on its approved Reserve 
agents, and to charge for such exchange not exceeding one-eighth of one percent 
of the aggregate amount of the checks so presented and paid. 

“So-called private banks or private bankers, doing a banking business in the 
State of Georgia, and not within the definition of a ‘bank,’ as defined in the 
banking laws of Georgia, shall have the right to pay checks drawn upon it or 
them when presented by any bank, banker, trust company, or any agent thereof, 
either in money or in exchange drawn on its approved reserve agents, and to 
charge for such cash payment or exchange check, an exchange charge of not ex- 
ceeding one-eighth of one percent of the aggregate amount of the check or checks 
so presented and paid. The phrase ‘approved reserve agent’ as used in this 
paragraph, shall apply to and be understood to mean such banks as operate under 
the Georgia State banking law as approved by the State Superintendent of Banks, 
and/or national banks operating under the supervision of the Comptroller of 
the Currency.” 


§ 13-2028. Reserve not maintained 


“Whenever the reserve of any bank shall fall below the amount of 15 percent 
of its demand deposits and five percent of its savings and time deposits not sub- 
ject to check and whenever the reserve of any savings bank or trust company 
whose deposits are not subject to check shall be below five percent of its deposits, 
such bank, savings bank or trust company shall not increase its liabilities by 
making any new loans or discounts otherwise than by discounting or purchasing 
bills of exchange at sight, nor shall any dividend be declared out of the profits 
of such bank, savings bank, or trust company, until the required proportion 
between the aggregate amount of its deposits and the amount to be held as a 
reserve has been restored. The Superintendent of Banks may notify any bank, 
savings bank or trust company, whose reserve shall be below the amount re- 
quired to be kept on hand, to make good such reserve; and if such bank, savings 
bank or trust company shall fail within 30 days thereafter to make good its 
reserve, the Superintendent of Banks may take charge of the business and 
assets of said bank, saving bank or trust company, as in other cases herein 
provided.” 


§ 13-205. Insolvency defined 

“A bank shall be deemed to be insolvent, first, when it cannot meet its lia- 
bilities as they become due in the regular course of business; second, when the 
actual cash market value of its assets is insufficient to pay its liabilities to 
depositors and other creditors; third, when its reserves shall fall under the 
amount herein required and it shall fail to make good such reserve within 30 
days after being required to do so by the Superintendent of Banks.” 
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HAWAII 
(2 Revised Laws of Hawaii 1955, Title 23, with 1957 Session Laws) 


§ 178-50. Amount of reserve; regulations and restrictions 

“Every bank shall have on hand at all times in actual money of the United 
States an amount equal to at least twelve percent of the total demand deposits, 
and five percent of the total time deposits of the bank; provided, that fifty per- 
cent of the reserve required by law to be maintained may be deposited, payable 
on demand, in banks or trust companies (in the Territory or elsewhere) approved 
by the treasurer of the Territory; the balance of such reserve shall be cash 
in the vaults of the bank. Every savings bank or the savings department of any 
bank shall at all times maintain total reserves equivalent to five percent of the 
aggregate amount of saving deposits: Provided, That fifty percent of the reserve 
required by law to be maintained may be deposited, payable on demand, in banks 
or trust companies (in the Territory or elsewhere) approved by the treasurer 
of the Territory; the balance of such reserve shall be cash in the vaults of the 
bank; provided, further, that banks in the Territory having deposits in banks 
in the city of Honolulu may have on deposit in such banks fifty percent of the 
cash required to be kept for commercial and savings deposits. No bank shall be 
required to maintain any reserve on deposits of the United States, deposits of 
the postal savings funds, secured deposits of the Territory, and any county 
thereof. If any bank becomes a member of the Federal Reserve System, it shall 
comply with the reserve requirements of the Federal Reserve Act and its amend- 
ments, and its compliance therewith shall be deemed a compliance with the 
provisions of this section relative to reserves.” 
§ 178-51. Deficiency in reserve; loans prohibited 

“Whenever the reserve of any bank falls below the amount required by this 
part to be maintained, such bank shall not increase its loans and discounts 
other than the discounting or purchasing of bills of exchange payable at sight 
or on demand, nor increase the investment of its funds or distribution of its 
profits until the reserve required by this part is restored.” 
§ 178-52. Deficiency in reserve; failure to make good; insolvency proceedings 

“Whenever the reserve of any bank is found by the treasurer to be less than 
the amount required by this part, the treasurer shall notify such bank to make 
good such reserve, and in case the bank fails for a period of thirty days to make 
good such reserve, the bank may be proceeded against as provided in this part 
for insolvency.” 
§ 178-53. Deposit in approved bank of funds 

“No bank mentioned or defined in sections 178-2 to 178-5 shall deposit any of 
its funds with another bank, except in a Federal Reserve bank, unless such other 
bank has been designated a depository for the bank’s funds by a vote of a majority 
of the directors of the depositing bank, in which case such bank shall not deposit 
therewith funds in an amount in excess of twenty-five percent of its paid-up and 
unimpaired capital and surplus or allocated aggregate paid-up capital and 
surplus: Provided, That if the receiving bank, so designated, has been approved 
by the treasurer as a reserve bank for the purpose of receiving the depositing 
bank’s reserve funds such depositing bank may deposit with such receiving bank 
funds in an amount equal to but not to exceed three hundred percent of its paid-up 
and unimpaired capital and surplus or allocated aggregate paid-up capital and 
surplus; Provided, further, That the aggregate of all deposits in banks not chart- 
ered under the laws of the United States, or any State or Territory in the United 
States, shall at no time exceed twenty-five percent of the aggregate paid-up and 
unimpaired capital and surplus or allocated aggregate paid-up capital and surplus. 
The treasurer may waive the foregoing restrictions to such an extent as he may 
consider advisable upon an affirmative showing having been made to him that 
the interest of all concerned will be better served by such waiver.” 


§ 178-37. Federal reserve system ; membership in 
+ * x * + + © 


“A compliance on the part of any such bank with the reserve requirements of 
the Federal Reserve Act shall be held to be a full compliance with those provisions 
of the laws of the Territory which require banks to maintain cash reserves in their 
vaults or with other banks, and no such bank shall be required to carry or main- 
tain reserve other than as required under the terms of the Federal Reserve Act. 
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Any such bank shall continue, however, to be subject to the supervision and 
examination required by the laws of the Territory, notwithstanding the Federal 
Reserve Board shall have the right, if it deems necessary, to make examinations. 
The treasurer of the Territory may disclose to the Federal Reserve Board, or to 
examiners duly appointed by it, all information in reference to the affairs of any 
territorial bank which has become, or desires to become, a member of a Federal 
Reserve bank.” 
IDAHO 


(5 Idaho Code, Title 26, with 1957 Cumulative Pocket Supplement) 


§ 26-102. Definition of bank; Classes of banks 

“The word ‘bank’ as used in this act, shall be construed to mean any incorporated 
bank or institution (except national banks) which shall have been incorporated to 
conduct the business of receiving money on deposit, or transacting a trust business 
as herein defined, and shall be construed to include any individual, copartnership, 
or unincorporated association engaged in the banking business as herein defined, 
on the date this act becomes effective. 

“The soliciting, receiving or accepting of money or its equivalent on deposit 
as a regular business shall be deemed to be doing a banking business, whether 
such deposit is made subject to check, or is evidenced by a certificate of deposit, 
a passbook, a note, a receipt, or other writing: Provided, That nothing herein 
shall apply to or include money or its equivalent left in escrow or left with the 
agent pending investment in real estate or securities for or on account of his 
principal. 


s * * * * * * 


“Banks are divided into the following classes : 
“a. Savings Banks. 
“b. Commercial Banks. 
“ce. Trust Companies.” 


§ 26-501. Reserve 


“Every bank, not a member of the Federal Reserve System, shall, at all times, 
have on hand as a reserve, an amount equal to at least fifteen percent of its aggre- 
gate deposits, in cash in its vaults or held on deposit, subject to check, with any 
other bank or banks, which shall have been approved by the commissioner as 
reserve depositories : Provided, however, That thirty-three and one-third percent 
of such reserve may consist of United States government bonds not hypothecated. 

“Any bank which is or becomes a member of the Federal Reserve System, shall 
comply with the reserve requirements of the Federal Reserve Act.” 


§ 26-213. Federal Reserve ; Membership in 
a * x * * * . 


“Any bank incorporated under the laws of this State which is or which becomes 
a member of a Federal Reserve bank is by this act vested with all powers con- 
ferred upon member banks of the Federal Reserve banks by the terms of the 
Federal Reserve Act, as fully and completely as if such powers were specifically 
enumerated and described herein, and all such powers shall be exercised subject 
to all restrictions and limitations imposed by the Federal Reserve Act, or by 
regulations of the Federal Reserve Board, made pursuant thereto. The right, 
however, is expressly reserved to revoke or to amend the powers herein conferred. 

“A compliance on the part of any such bank with the reserve requirements 
of the Federal Reserve Act shall be held to be a full compliance with those 
provisions of the laws of this State which require banks to maintain cash 
balances in their vaults or with other banks, and no such bank or trust company 
Shall be required to carry or maintain reserve other than such as is required 
under the terms of the Federal Reserve Act. Any such bank shall continue to 
be subject to the supervision and examinations required by the laws of this 
State, except that the Federal Reserve Board shall have the right, if it deems 
necessary, to make examinations; and the authorities of this State having 
supervision over such bank may disclose to the Federal Reserve Board or to 
examiners duly appointed by it, all information in reference to the affairs 
of any bank which has become or desires to become a member of a Federal 
Reserve bank.” 
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§ 26-502. Diminution of reserve 

“When the reserve of any bank falls below the amount herein required to 
be kept, such bank shall not increase its loans or discounts otherwise than by 
discounting or purchasing bills of exchange, payable at sight or on demand, 
until its reserve is fully restored; and the department of finance shall notify 
any bank whose reserve may be below the amount required herein to make good 
such reserve, and in case the bank fails for thirty days thereafter to make good 
such reserve, or continually allows its reserve to fall below the required amount, 
the commissioner may, in his discretion, proceed as in this act provided for 
such cases.” 


§ 26-901. Grounds for closing bank 


“Whenever it shall appear to the department of finance that: 
* * * * * * = 


“5. That its reserve has fallen below the amount required by law and it has 
failed to make good such reserve within thirty days after being requested to 
do so by the commissioner, or, without such notice, if a majority of the directors, 
in writing, notify the commissioner that such reserve cannot be made good 
within thirty days, or if it is continually allowing its reserve to fall below the 
required amount; or 

@ s + * a: - é 

“The commissioner himself, or his duly authorized agent upon express author- 
ity from the commissioner, may, in his discretion, close said bank and take 
possession of all the books, records, assets and business of every description of 
such bank, and hold the same and retain possession thereof until such bank 
shall be authorized by him to resume business, or its affairs be liquidated as 
herein provided, and he shall do so in cases where a bank comes into his hands 
voluntarily, or in the manner provided by law. 

“The powers and authority conferred on the commissioner by this section, 
except in cases of voluntary surrender, shall be considered as discretionary 
and not as mandatory, and so long as a commissioner acts in good faith in the 
matter, neither he nor his deputies shall be held liable civilly or criminally or 
upon their official bonds in any action taken thereunder or for any failure to act 
thereunder.” 


§ 26—1606. Retention of certain proportion of deposits 

“Every such savings bank, as provided in this act, and trust company main- 
taining a savings department but not engaged in commercial banking, as provided 
in the State banking law, shall have on hand at all times, in actual cash in its 
vaults, not less than five percent of its savings deposits.” 


ILLINOIS 


(Smith-Hurd Illinois Annotated Statutes With 1958 Cumulative Annual Pocket 
Part) 


CHAPTER 16144; BANKS 


§ 151. Capital impairment, etc. ; correction 
“If the Director with respect to a State bank shall find : 

“(1) Its capital is impaired or it is otherwise in an unsound condition; 
or 

“(2) Its business is being conducted in an unlawful, fraudulent or unsafe 
manner ; or 

“(3) Itis unable to continue operations ; or 

“(4) Its examination has been obstructed or impeded; the Director may 
give notice to the board of directors of his finding or findings. If the 
situation so found by the Director shall not be corrected to his satisfaction 
within sixty days after receipt of such notice, the Director at the termination 
of said sixty days shall take possession and control of the bank and its 
assets as in this Act provided for the purpose of examination, reorganization 
or liquidation through receivership.” 
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§ 5. Issuance, recording of certificate to commence business 


“When the directors have organized, as provided in section 4 of this act, and 
the capital stock of such association shall have been all fully paid in and 
record of the same laid before the Auditor, together with an affidavit signed 
by each subscriber to the capital stock of such association stating that he is the 
owner of property in his own right, not including any stock of such association, 
in excess of all indebtedness of market value at least equal to the par amount of 
stock subscribed for by him, and in the event any such person shall make a 
fraudulent affidavit he shall be guilty of perjury, the Auditor shall by himself 
or some competent person of his appointment, make a thorough examination into 
the affairs of such association, and if satisfied the authorized capital has been 
paid in, and that the association has the full amount dedicated to the business, 
including a surplus which shall be not less than ten (10) percent of the capital, 
and a reserve for operating expenses of at least five (5) percent of the capital 
and when they pay into the Auditor’s office the reasonable expenses of such 
examination, as determined by the Auditor, he shall give them a written or 
printed certificate under seal authorizing them to commence the business desig- 
nated in section 1 of this act. * * *” 


INDIANA 


(5 Burns Indiana Statutes Annotated, Title 18, With 1957 Cumulative Pocket 
Part) 


§ 18-1401. “Demand deposits” and “Time deposits” : Definitions 

“As used in section 207 [§ 18-1402] of this act, the term ‘demand deposits’ 
shall comprise all deposits payable on demand without notice, and the term 
‘time deposits’ shall comprise all other deposits, including all savings accounts 
- and certificates of deposit which are subject to notice before payment, and all 
postal savings deposits.” 


§ 18-1402. Establishment of reserve balances 

“Bvery bank or trust company shall establish and maintain reserve balances 
equal to not less than twelve and one-half [12%] percent of the aggregate 
amount of its demand deposits and three [3] percent of its time deposits. The 
reserve balances so maintained may be kept in its own vaults or with other 
banks or trust companies. The department shall prescribe the basis for ascertain- 
ing the deposits against which required balances to be maintained hereunder 
shall be determined.” 
§ 18-1405. Computation of reserves ; Other than prescribed methods 

“The department, under such general rules and regulations as it may prescribe, 
and ‘which shall apply to all banks and trust companies alike, may permit all 
banks and trust companies to establish and maintain reserve balances upon 
some other or different basis, or according to some other or different method 
or system than that established by sections 206 and 207 [§§ 18-1401, 18-1402] 
of this act.” 
§ 18-1403. Withdrawal of reserve balance 

“The reserve balance which every bank and trust company is required to 
carry, under the provisions of section 207 [§ 18-1402] of this act, may, under such 
regulations as may be prescribed by the department, be checked against and 
withdrawn by such member bank or trust company for the purpose of meeting 
existing liabilities, but no bank or trust company shall at any time make any 
new loans or pay any dividends unless and until the total balance required by 
law is fully restored.” 


§ 18-1404. Federal Reserve member 

“Any bank or trust company which is or which may become a member of the 
federal reserve system and shall keep and maintain the reserves required by 
the Federal Reserve Act, shall be held to have complied fully with the provisions 
of section 207 [§ 18-1402] of this act.” 


§ 18-2622. Reserve, deposit 

“The trustees (of savings banks) may keep in reserve not exceeding twenty 
[20] percent of the total amount of deposits without investment, or deposit the 
same on call with or without interest, in any bank organized under the laws of 
this State or in any bank organized under the laws of the United States, or under 
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the laws of any state in the United States: Provided, That no such deposit shall 
be made outside of the state of Indiana, as aforesaid, without the approval of 
the department of financial institutions.” (Parenthetical material added.) 


§ 18-3113. Reserve balances 


“Every company issuing any such certificates of indebtedness or investment 
shall at all times maintain a reserve balance equal at least to five [5] percent of 
the total amount paid in on all of its outstanding certificates of indebtedness 
or investment, which said reserve balance shall consist of cash on hand or on 
demand deposit with a solvent and going bank or trust company. If at any time 
such reserve balance shall be reduced below the amount herein prescribed, such 
company shall not issue any additional certificates of indebtedness or investment 
nor make any new loans or pay any dividends until such reserve balance shall 
have been fully restored to the amount herein prescribed. All of the officers and 
such of the directors as participate in violating any of the provisions of this 
section shall be jointly and severally liable to the holder or holders of any cer- 
tificates of indebtedness or investment issued when such reserve balance is below 
the amount herein prescribed for any loss suffered or sustained by them accruing 
by reason of such violation.” 


Iowa 
(31 Iowa Code Annotated, Title 21, With 1958 Cumulative Annual Pocket Part) 


CHAPTER 528. GENERAL PROVISIONS RELATING TO BANKS AND TRUST COMPANIES 


§ 528.69. Cash reserve fund required 


“State and savings banks and trust companies doing a commercial business and 
not located in a Reserve city as now or hereafter defined under the provisions 
of the Federal Reserve Act, as amended, shall hold and maintain an actual net 
balance equal to not less than seven percent of the aggregate amount of its demand 
deposits and three percent of its time deposits. 

“State and savings banks and trust companies doing a commercial business and 
that may be located in reserve cities as now or hereafter defined by the federal 
reserve act [38 Stat. L. 251] as amended shall hold and maintain an actual net 
balance equal to not less than ten percent of the aggregate amount of its demand 
deposits and three percent of its time deposits: Provided, That if located in the 
outlying districts of a Reserve city or in territory added to such a city by the 
extension of its corporate charter it may, upon the approval of the superintendent 
of banking and state banking board, hold and maintain reserve balances specified 
for those banks not located in reserve cities. 

“All savings banks doing exclusive savings bank business shall at all times 
keep a cash fund equal to eight percent of their deposits. 

“Bighty-five percent of such Reserve fund required under the provisions of this 
section for all banks and trust companies located either in or outside of reserve 
cities may be kept on deposit subject to call, with other banks organized under 
State or national laws.” 


§ 528.68. Reserve funds of members Federal Reserve 


“Any State bank, savings bank, or trust company incorporated under the laws 
of this State, which is or hereafter may become a member of the Federal Reserve 
Bank System of the United States of America, shall be required to carry during 
the period of such membership only such cash reserve funds as may be required 
from time to time to be maintained by national bank members of said Federal 
Reserve Bank System.” 

KANSAS 


(General Statutes of Kansas, Annotated, 1949, With 1957 Supplement) 


CHAPTER 9. BANKS AND BANKING 
§ 9-701. Definitions 


“Unless otherwise clearly indicated by the context, the following words 
when used in this act, for the purposes of this act, shall have the meanings 
respectively ascribed to them in this section : 

2 s s s ¢ * - 
- “(g) ‘Demand deposits’ shall mean all deposits payable upon demand or 
within thirty days after demand; and also certificates of deposit maturing 
within thirty days. 
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“(h) “Time deposits’ shall mean all deposits upon which payment need not 
be made within thirty days.” 
§ 9-702. Banking defined 

“Any individual, firm or corporation, except a national bank, who shall re- 
ceive money on deposit, whether on certificates or subject to check, or any 
individual, firm or corporation, except railroad, transoceanic steamship, air 
transport, telegraph or Morris Plan companies, or building and savings and 
loan associations, or national banks, or express companies engaged in an in- 
ternational financial and travel business, which shall receive money for which 
it issues its check, draft, bill of exchange, or other evidence of indebtedness 
for which it charges a fee, shall be considered as doing a banking business, 
and shall be amenable to all the provisions of this act: Provided, That promis- 
sory notes issued for money received on deposit shall be held to be certificates 
of deposit for the purposes of this act.” 


‘§ 9-1001. Reserves 

“Bach bank shall hold and maintain a reserve consisting of: (1) At least 
twenty percent of the current aggregate amount of deposits due other banks; 
(2) at least twelve and one-half percent of the current aggregate amount of 
all other demand deposits; and (3) at least five percent of the current ag- 
gregate amount of its time deposits. Said reserves shall be kept in cash in 
its vaults or in net balances with correspondent Federal Reserve banks, na- 
tional banks or State banks of this and other States, or both; but none of 
the stockholders of such depository bank shall be stockholders in the de- 
positing bank, except when approved by the commissioner. In computing 
the reserve requirements the current aggregate amount of such deposits as 
are specifically secured by the assets of the bank shall not be included. No 
bank shall make any new loan or pay any dividend unless, at the time, the 
required reserves are maintained.” 


§ 9-1002. Computation of reserves 

“The commissioner may refuse to consider as a part of any reserve of any 
bank, any funds in another bank any of whose stockholders are stockholders 
of the depositing bank, or which shall neglect or refuse to furnish him with 
information asked for relating to its solvency or concerning its business with 
the depositing bank.” 


§-9-1008. Suspension of reserve requirements 

“The State recognizes that the assets of a bank may exceed its liabilities: 
and yet the assets may not be made immediately liquid. Hence, it is de 
clared to be the policy of this State that such bank should be entitled to pro- 
tection from other provisions of this act, when the commissioner deems it 
expedient, and for that purpose and to that end the commissioner may sus- 
pend for any bank any reserve requirements contained in this act for a pe- 
riod not to exceed thirty days, and from time to time renew such suspension 
for periods not to exceed fifteen days. In pursuance of this same policy the. 
commissioner, with the approval of the board, may suspend for all banks 
any reserve requirement contained in this act for a period of not to exceed 
forty days, and from time to time renew such suspension for periods not to 
exceed forty days.” 
§ 9-1004. Failure to restore reserves 

“Any bank whose reserves are below those required by this act, and which 
bank shall refuse to comply with any requirement of the commissioner as to 
such reserve, or shall fail to restore its reserves within a period of thirty 
days after being notified so to do, may be deemed insolvent, and the com- 
missioner may take possession of such bank and proceed in the manner pro- 
vided by law concerning insolvent banks.” 


CHAPTER 17. CORPORATIONS 


§ 17-2003. Requirements of companies receiving deposits 

“Any trust company which shall receive deposits as herein provided shall 
keep on hand at all times a sum equal to twenty-five percent of its deposits 
subject to check, and ten percent of its time deposits, in the same manner and 
@ubject to the same rules as is provided for State banks: Provided, That United 
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States bonds and demand loans secured by United States, State, county or 
municipal bonds of the cash value of such loans shall be accepted and considered 
as a part of the legal reserve of such trust company in lieu of deposits in banks.” 


KENTUCKY 


(Baldwin’s Kentucky Revised Statutes, With 1958 Legislative Issue) 
CHAPTER 287, BANKS AND TRUST COMPANIES 


§ 287.010, Construction of chapter 


-“(1) As used in this chapter, unless the context requires otherwise: 

“(a) ‘Bank’ includes every corporation authorized by this chapter to doa 
banking business ; 

“(b) ‘Director of banking’ means the Commissioner of Banking; 

“(c) ‘Division’ means the Department of Banking ; 

“(d) ‘Population’ means the population as indicated by the latest regular 
United States census ; and 

“(e) ‘Trust company’ includes every corporation authorized by this chapter 
to do a trust business.” 


§ 278.300. Amount of deposits to be kept on hand; Federal reserve members 


“(1) Each bank and trust company, organized under the laws of this state and 
authorized to receive deposits, shall keep on hand, at all times, at least seven 
percent of its total demand deposits and three percent of its total time and 
savings deposits; and, in cities which are reserve or central reserve cities, under 
the Federal Reserve Act (38 Stat. 251) as amended, at least ten percent in 
reserve cities and thirteen percent in central reserve cities of its total demand 
deposits and three percent of its total time and saving deposits. One-third of 
all reserves required by this subsection shall be in money and the remainder 
may be in balances due from other banks and subject to call. 

(2) The Director of banking, in his discretion, may require any bank or trust 
company organized under the laws of this state to keep on hand not exceeding 
twice the amount of deposits required to be kept on hand by subsection (1), but 
such requirement shall not require any greater amount of cash to be kept on 
hand than is required by subsection (1). 

“(3) Any bank or trust company, incorporated under the laws of this state, 
which becomes a member of a Federal Reserve Bank, shall be subject to all the 
provisions of the Federal Reserve Act and its amendments, and the regulations 
of the Federal Reserve Board applicable to such bank or trust company, and 
shall have all the powers and assume all the liabilities conferred and imposed 
by the Act in regard to state member banks. Such bank or trust company shall 
comply with the reserve requirements of the Federal Reserve Act and its amend- 
ments, and such compliance shall relieve the bank or trust company from com- 
pliance with the laws of this state relating to the maintenance of reserves. 

“(4) As used in this section: 

“(a) ‘Demand deposits’ include all deposits payable within thirty days; 
and 

“(b) ‘Time deposits’ include all deposits payable after thirty days and all 
savings accounts and certificates of deposit which are subject to not less 
than thirty days notice before payment.” 


§ 287.490. Reports to be made to director ; contents 


“(1) Every institution under the supervision of the division shall make a 
written report to the director of banking whenever required by him to do so. The 
director shall not require more than five reports from any one institution in any 
one year, unless he deems it necessary in order to obtain complete information, 
and each report shall be verified by the oath of the corporation’s president or 
vice president, and its secretary, or cashier, or two principal officers. 

“(2) The reports shall show the actual condition of the bank making the report 
at the close of business on a date designated by the director of banking and shall 
specify : 

“(a) The amount of its capital stock and the number of shares into which 
it is divided ; 
" “(b) The names of the directors, and the number of shares of stock held 
y them ; 
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“(c) The total amount of capital actually paid in, and the total amount 
of surplus and other reserve funds ; 

“(d) The total amount due depositors, and all other liabilities ; 

“(e) The total amount and character of overdrafts secured, overdrafts not 
secured and all other assets ; 

“(f) The amount at which the lot and building occupied by the bank for 
the transaction of its business stands debited on its books, and the market 
value of all other real estate held, and how acquired, the amount at which 
it stands debited on the books, and where situated ; 

“(g) The amount loaned on real estate ; 

* Sa The indebtedness or liability of each officer, and of each director to 
the . 

““(i) The amount invested in bonds and stocks ; 

“(j) The amount loaned on stocks and bonds, on other securities, com- 
mercial paper and other notes and bills; 

“(k) The actual amount of money on hand and on deposit in other banks, 
and the name of such banks where deposited ; 

“(1) Any other property held, or money loaned, deposited, invested or 
placed not otherwise mentioned in this section, and the place where situated 
and the value of the property, and the amount loaned, deposited, or placed; 
and 

“(m) Any other information required by the director of banking.” 


§ 287.510. Procedure when bank's reserve is low 


“Whenever the reserve of any bank falls below the amount required, such 
bank shall not in any way increase its liabilities by making any new loans or 
discounts otherwise than by purchasing or discounting bills of exchange pay- 
able at sight or on demand. The director of banking may notify any bank 
whose reserve is below the amount required to make good such reserve, and 
if the bank fails for thirty days thereafter to make good its reserve, the director 
of banking may, with the consent of the Attorney General, institute proceedings 
for the appointment of a receiver to wind up the business of the bank.” 


‘LovIsIANA 


(2 Louisiana Revised Statutes, Title 6, With 1958 Cumulative Annual Pocket 
Part) 


§ 6:249. Cash reserve; demand deposits 


“Every banking association shall at all times have and maintain a money 
reserve in lawful money of the United States or in cash due from other banks 
or bankers, an amount equal to twenty percent of the aggregate amount of its 
demand deposits. For the remainder of its liabilities for demand deposits 
there shall be kept on hand an amount equal thereto in lawful money of the 
United States, or cash due from other banks or bills of exchange or discounted 
paper maturing within not more than one year, or bonds, stocks, or securities 
of the United States, or of any of the United States, or of any municipalities 
or corporations thereof, public or private, or of the levee boards of Louisiana. 
However, the deposits made in a savings bank, or in the savings department of 
a bank also doing general banking and trust business, which are made on the 
condition that they may not be withdrawn except on notice, shall not be con- 
sidered demand deposits within the meaning of this Section.” 


§ 6:59. Conformity to regulations 


“Any state bank, savings banks, or trust companies which may subscribe for 
stock in the Federal Reserve bank and become members thereof shall conform 
to the regulations of the Federal Reserve bank. However, nothing in R. §. 
6:58 or 6:59 deprives the State banks, savings banks, or trust companies of 
any of their rights and privileges under this title.” 


§ 6:250. Depleted reserve ; notice; forfeitures 


“Tf at any time the lawful money kept on its premises or cash deposits in 
other banks should fall below the proportion to aggregate deposits prescribed 
in R.S. 6:249 and remain so for the period of ten days, the president of the 
bank shall notify the commissioner within twenty-four hours after the end 
of the ten days of shortage. The bank shall not discount any new paper until 
the proper reserve has been re-established. 
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“Any bank violating this Section shall be fined ten dollars, to be recovered 
by the district attorney, for each day the banking association is in default.” 


MAINE 


CHAPTER 59. BANKS AND BANKING 
(2 Revised Statutes of Maine, 1954 With 1957 Cumulative Supplement) 


§ 115, Cash reserve 


“Every trust company having authority to receive money on deposit shall at 
all times have on hand in the lawful money or national bank notes of the United 
States, as a cash reserve, an amount equal to at least 15 percent of the aggregate 
amount of its deposits which are subject to withdrawal upon demand or within 
10 days; and said reserve may consist of balances payable on demand due from 
any trust company created under the laws of this State, or from any trust com- 
pany located in any of the other New England States or in the State of New 
York, or from any trust company located in any of the States of the United 
States which is a member of the Federal Reserve System or from any national 
bank, and approved by the bank commissioner in writing. Provided, That no 
banking organization not a member of the Federal Reserve System should be 
required to maintain reserves against war loan deposits, that is, deposits pay- 
able to the United States arising solely as a result of subscriptions made by or 
through banking organizations for United States Government securities, which 
are not required by Federal Reserve member banks. Whenever said reserve 
shall be below said percentage of such deposits, such corporation shall not further 
diminish the amount of its legal reserve by making any new loans until the re- 
quired proportion between the aggregate amount of such deposits and its cash 
reserve shall be restored. The bank commissioner is authorized and empowered 
to raise or lower said cash reserve requirements on demand deposits and to 
establish reserves which shall be maintained on time deposits as in his judg- 
ment banking conditions may justify, provided such power to raise and establish 
reserves shall be limited to a percentage of such deposits not in excess of reserve 
requirements which may be from time to time established by the Federal Reserve 
Board. Provided further, That any trust company may become a stockholder 
in a Federal Reserve bank within the Federal Reserve district where said trust 
company is situated, and while such trust company continues as a member bank 
under the provisions of the United States ‘Federal Reserve Act,’ approved De- 
cember 23, 1913, or any acts in amendment thereof, shall be subject to the pro- 
visions of said ‘Federal Reserve Act’ and any amendments thereof relative to 
bank reserves in substitution for the requirements of this section. Every such 
trust company may have and exercise any and all of the corporate powers and 
privileges which may be exercised by member banks under provisions of the 
‘Federal Reserve Act’ or any acts in amendment thereof or in addition thereto. 
All provisions of charters in conflict with this section are void.” 


§ 19-J. Accounting, surplus and dividends 
— ow * * * * s 


“V. Every savings bank shall establish and maintain a surplus, reserve or 
guaranty fund, which at all times shall exceed 5 percent of its existing deposits. 
‘The fund shall be kept constantly on hand as a security against losses and 
contingencies, and all losses not otherwise absorbed shall be charged against it. 
Should this fund become impaired and fall below 5 percent of the bank’s de- 
posits, it shall be restored by setting aside from current net income an amount 
which together with other amounts so set aside for this purpose during the year 
shall be equal to at least % of 1 percent of its deposits, until the fund is restored 
to the required amount. 

“Contributions of corporators to the surplus fund, together with dividends 
declared thereon, may be repaid pro rata to them or their heirs, executors, 
administrators or assigns, in such amounts as will not reduce the surplus fund 
below 5 percent of the amount due depositors, provided the written approval 
of the bank commissioner shall be required before any such repayments can 
be made. In case of the liquidation of the bank before such contributions have 
been repaid, any portion of such contributions not needed for the repayment 
of the expenses of liquidation and the payment of depositors and creditors in 
full may be repaid pro rata.” 
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Industrial banks.—The laws on this subject contain no provisions requiring 
reserves. 
MARYLAND 


(1 Annotated Code of Maryland, 1957, Article 11, With 1958 Supplement) 


§ 82. “Demand deposits” and “time deposits” defined 

“Demand deposits, within the meaning of this article, shall comprise all de- 
posits payable within thirty days; and time deposits shall comprise all deposits 
payable after thirty days, and all savings accounts and certificates of deposit, 
which are subject to not less than thirty days’ notice before payment.” 


§ 77. Reserves; requirements 
“Every bank (other than a savings bank without capital stock) shall keep on 
hand at all times a reserve of at least 15 percent of its deposits, payable on de- 
mand; which reserve may be kept as cash on hand, or on deposit in such bank 
or banks, or trust company or trust companies of the State of Maryland, or 
elsewhere, of good standing, as the board of directors or executive committee by 
resolution may direct. Every bank shall also keep on hand at all times a reserve 
of at least three percent (3%) of their time deposits; which reserve may be 
kept as cash on hand, or on deposit in such bank or banks, or trust company or 
trust companies of the State of Maryland, or elsewhere, of good standing, as the 
board of directors or executive committee by resolution may direct, or in the 
form of direct obligations of the United States Government, or the State of 
Maryland. Every trust company shall keep on hand at all times a reserve of at 
least 10 percent of its deposits payable on demand (not including thereunder, 
however, any deposits made by the City of Baltimore and secured by the 
counter deposits of Baltimore City stock) ; which reserve shall be kept on de- 
posit in such banks or banks, or trust company or trust companies of good stand- 
ing, either in the State of Maryland or elsewhere, as the board of directors or 
executive committee may direct; and every trust company shall also keep on 
hand, as an additional reserve, at least 5: percent of the amount of such deposits, 
which additional reserve may be kept on deposit in such bank or banks or trust 
company or trust companies as the board of directors or executive committee 
thereof may direct, or in the form of registered or coupon bonds or public stock 
‘of the United States, or the State of Maryland, or Baltimore City, or of the 
bonds of any county. or municipal corporation of this State, which shall be ap- 
proved by the Bank Commissioner. Every trust company shall also keep on hand 
at all times a reserve of at least three percent (3%) of their time deposits; 
which reserve may be kept as cash on hand, or on deposit in such bank or banks, 
or trust company or trust companies of the State of Maryland, or elsewhere, of 
good standing, as the board of directors or executive committee by resolution 
may direct, or in the form of direct obligations of the United States government, 
or the State of Maryland. Cash items shall not be considered as a part of the 
reserve herein required to be kept by either banks or trust companies, but cash 
actually on hand held by a trust company shall be considered as a part of the 
reserve herein first required to be kept by such trust company.” 


§ 78. Same; Change by Commissioner 

“Whenever the Bank Commissioner, after consultation with the Banking 
Board, shall determine that the maintenance of sound banking practices or the 
prevention of injurious credit expansion or contraction make such action ad- 
visable, he may by regulation change the requirements as to reserves to be main- 
tained against demand deposits or time deposits or both, by banks or trust com- 
panies or both; Provided, That no required reserve shall be in an amount less 
than the percentage specified in § 77 of this article nor more than twice such 
percentage ; and Provided further, That in no event shall any such required re- 
serve be increased to an amount in excess of the corresponding reserve require- 
ments applicable to a Federal Reserve System member bank in the same locality.” 


§ 89. Reserves when institution is member of Federal Reserve System 
“Notwithstanding anything in this article contained, any banking institution 
which is a member of the Federal Reserve System, shall not be required to keep 


any reserve or reserves other than those required and prescribed for banking 
institutions which are members of said Federal Reserve System.” 
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§$ 90. Proceeding when reserve falls below requirements 


“Whenever the reserves of any bank or trust company shall fall below the 
amount required herein to be kept, such bank or trust company shall not increase 
its loans or discounts, otherwise than by discounting or purchasing bills of ex- 
change payable at sight on demand, and the Bank Commissioner shall notify any 
bank or trust company whose reserves may be below the amount herein required, 
to make good such reserves, and in case the bank or trust company fails for 
thirty days thereafter to make good such reserve, the Bank Commissioner may 
notify the Governor, and he may direct the Attorney General to institute proceed- 
ings for the appointment of a receiver or to wind up the business of such bank 
or trust company.” 

MASSACHUSETTS 


(54 Annotated Laws of Massachusetts, With 1957 Cumulative Supplement) 
CHAPTER 172. TRUST COMPANIES 


$73. Reserve; weekly report to Commissioner relative to; penalty 


“Every such corporation shall at all times have on hand as a reserve an 
amount equal to at least fifteen percent of the aggregate amount of its deposits, ex- 
clusive of savings deposits and all time deposits represented by certificates or 
written agreements; but whenever such time deposits my be withdrawn within 
thirty days, they shall be subject to the reserve requirements of this chapter; 
and every trust company doing business in Boston shall at all times have on 
hand as a reserve an amount equal to at least twenty percent of the aggregate 
amount of its deposits, computed in the same manner, but this provision shall 
not affect such corporations doing business in Boston and located at a distance 
of not less than three miles from the state house. The treasurer of every trust 
company, or other officer or employee thereof charged with the duties and 
functions usually performed by the treasurer, shall report in writing to the 
commissioner once in each week a statement of its reserve for each business 
day of the preceding week. Any such officer or employee who neglects or fails 
to make such report as above provided shall be punished by a fine of not more 
than one thousand dollars or by imprisonment for not more than one year, or 
both.” 


§ 74. Composition of Reserve 


“Not less than one fifth of the required reserve shall consist of lawful money 
of the United States, silver certificates, or notes and bills issued by any law- 
fully organized national banking association or federal reserve bank. The 
remainder, if any, shall consist of balances payable on demand due from any 
trust company authorized to act as reserve agent as provided in the following 
section, or from any member of the Federal Reserve System located in this 
Commonwealth, in a Reserve city in the second, third or fourth Federal Reserve 
district or in a central Reserve city, as designated by or under authority of act 
of Congress, and/or bonds, notes, bills and certificates of indebtedness of the 
United States, or of this Commonwealth, computed at their fair market value, 
which are the absolute property and under the control of such corporation; 
Provided, That not more than two fifths of the minimum reserve required shall 
consist of such bonds, notes, bills and certificates of indebtedness.” 


§ 75. Corporation may act as Reserve agent 


“The Commissioner may authorize any trust company in Boston to act as 
Reserve agent for trust companies doing business in the Commonwealth; Pro- 
vided, That a trust company shall not keep any part of its reserve in a trust 
company so authorized to act as reserve agent without first obtaining the written 
consent of the Commissioner. Not less than one half of the reserve of such 
trust company acting as Reserve agent shall consist of lawful money of the 
United States, silver certificates or notes and bills issued by any lawfully or- 
ganized national banking association, and the remainder.of such reserve may 
consist of balances, payable on demand, due from any trust company in Boston 
authorized to act as Reserve agent as herein provided, or from any national 
banking association doing business either in this Commonwealth, or in the cities 
of New York, Philadelphia or Chicago. No trust company shall keep on deposit 
with any bank not designated as reserve agent a sum in excess of ten percent 
of its own capital stock, surplus account and guaranty fund. The Commissioner 
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may revoke the authority of any trust company to act as reserve agent. Not- 
withstanding the provisions of this section and of sections seventy-three and 
seven-four, the Commissioner may by regulation increase or decrease from time 
to time, in his discretion, the reserves required to be maintained against either 
demand or time deposits.” 


§ 76. Proceedings if reserve less than required 


“If the reserve of any trust company is at any time less than the amount 
which it is required to keep on hand, such corporation shall not make any new 
loans or investments until the required proportion between the aggregate amount 
of its deposits and reserve shall be restored. The Commissioner may notify 
such corporation to make good such reserve, and if it fails so to do for thirty 
days thereafter, he may appoint a conservator of such corporation as provided 
in section eighty-three, or he may proceed to take possession of its property 
and business and liquidate its affairs in the manner provided in sections 
twenty-two to thirty-five, inclusive, of chapter one hundred and sixty-seven.” 


CHAPTER 172A. BANKING COMPANIES 


§ 81. Reserve requirements, if member of Federal Reserve bank 


“A trust company which becomes a stockholder in a Federal Reserve bank 
within the Federal Reserve district where such trust company is situated, and 
while such trust company continues as a member bank under the United States 
‘Federal Reserve Act’ approved December twenty-third, nineteen hundred and 
thirteen, or any acts in amendment thereof, shall be subject to the provisions 
of said ‘Federal Reserve Act’ and any amendments thereof relative to bank 
reserves, in substitution for the requirements of sections seventy-three to 
seventy-five, inclusive.” 


§ 10. Reserve. [Morris plan corporations] 


“Every such corporation shall at all times have on hand as a reserve an amount 
equal to at least fifteen percent of the aggregate amount of its demand deposits, 
referred to in section six A, and five percent of the aggregate amount of its 
certificate funds, exclusive of all certificate funds in any manner pledged to it 
as security for loans. Such reserve shall consist of actual cash, bonds or other 
obligations of the United States computed at their fair market value, and de- 
posits payable on demand due from any trust company in the Commonwealth 
which is a member of the Federal Reserve System, or from any national banking 
association doing business either in this Commonwealth or in the city of New 
York, Phidelphia or Chicago, or from the Federal Reserve Bank of Boston. 

“The treasurer of every such corporation, or other officer or employee thereof 
charged with the duties and functions usually performed by the treasurer, 
shall report in writing to the commissioner once in each week a statement of its 
reserve for each business day of the preceding week. Any such officer or em- 
ployee who neglects or fails to make such report as above provided shall be pun- 
ished by a fine of not more than five hundred dollars or by imprisonment for not 
more than six months, or both.” 

MICHIGAN 


(17 Michigan Statutes Annotated, Title 23, With 1957 Cumulative Supplement ) 


§ 23.814 Same; commission’s authority, definitions, rules 


“The commission is authorized, for the purposes of section sixty-eight [68] 
of this act, to define the terms ‘payable on demand,’ ‘total deposits,’ ‘time 
deposits,’ ‘savings deposits’ and ‘gross demand deposits,’ and to prescribe such 
rules and regulations as it may deem necessary to effectuate the provisions of said 
section and prevent evasions thereof: Provided, That within the meaning of the 
provisions of said section sixty-eight [68], the term ‘time deposits’ shall include 
‘savings deposits’.” [Section 68 refers to § 23.812 Mich. Stat. Ann.] 


§ 23.812. Reserves ; amount; Federal Reserve members exempt ; changing of re- 
quirements ; computation; suspension 
“Each bank shall keep on hand or on deposit at all times with one or more 
legal depositaries an actual net balance in cash payable on demand equal to 
at least 12 per cent of the amount of its total deposits: Provided, That any 
bank may invest in obligations of the United States of America or in obliga- 
tions unconditionally guaranteed both as to principal and interest by the United 
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States of America such portion of such 12 per cent reserve as its time and savings 
deposits bear to the total deposits: Provided further, That this section shall not 
apply to member banks under the federal reserve act 

“Notwithstanding the other provisions of this section, the commission, in order 
to prevent injurious credit expansion or contraction, may, upon reasonable 
notice to the banks affected, by regulation change the requirements as to reserves 
to be maintained against total deposits by banks which are not member banks 
under the federal reserve act; but the amount of the reserves required to be 
maintained by any such bank as a result of any such change shall not be less 
than the amount of the reserves required by law to be maintained by such bank 
as of the effective date of this act, not more than twice such amount. 

“In estimating the reserve balances required by this chapter, banks may deduct 
from the amount of their gross demand deposits the amounts of balances due 
from other banks, except [balances due from other banks which constitute such 
reserve balances and balances due from] federal reserve banks and foreign 
banks, and cash items in process of collection payable immediately upon pre- 
sentation in the United States of America, within the meaning of these terms 
as defined by the commission. 

“The commission is empowered to suspend for a period not exceeding 30 days 
and from time to time to renew such suspension for periods not exceeding 15 
days, any reserve requirements specified in this section.” 


§ 23.811. Reserve cities, designations ; legal depositaries, capital, surplus, reports, 
daily statements ; violation 

“The commission shall annually designate and approve certain cities in this 
and any other state as reserve cities for banks which are not member banks 
under the federal reserve act. 

“Any incorporated bank, state or national, in such cities shall be a legal 
depositary for reserve funds referred to in this section, if it shall have a com- 
bined capital and surplus of two hundred and fifty thousand [250,000] dollars 
if located in a city which has a population not in excess of two hundred and fifty 
thousand [250,000], five hundred thousand [500,000] dollars if located in a city 
which has a population of more than two hundred fifty thousand [250,000], seven 
hundred fifty thousand [750,000] dollars if located in a city which has a popula- 
tion of more than five hundred thousand [500,000], and one million five hundred 
thousand [1,500,000] dollars if located in a city which has a population of more 
than one million [1,000,000]. Such bank shall make such reports as the com- 
mission may prescribe and shall submit to such examinations as the commission 
may deem necessary; and shall furnish each depositing state bank a detailed 
daily statement of account of all reserve moneys so deposited on active account. 
Should any bank in any reserve city violate the provisions of this act, the com- 
mission may prohibit such bank from acting as a legal depositary for reserve 
funds.” 


§ 23.813. Same: depletion, restoration 


“Whenever the reserve of any bank shall fall below the amount required by 
this act or the Federal Reserve Act, as the case may be, such bank shall not 
increase its liabilities by any new loans, discounts or investments otherwise 
than by discounting or purchasing bills of exchange payable at sight or on 
demand. A bank, within thirty [30] days after receiving notice from the com- 
mission that its reserves have fallen below the amount so required, shall restore 
and maintain its reserves at the amount required.” 


§ 23.868. Receiver; grounds for appointment; procedure, expenses; possession 
of books and assets pending appointment 
“The following shall constitute grounds for the appointment of a receiver (as 
hereinafter provided) for any bank subject to the provisions of this Act: 
* * * * * * * 


“8. Whenever the lawful reserve of any bank is below the minimum required 
by this act and has not been restored as required by the provisions of this 
act. * * *” 


§ 23.961. Reserve requirements 


“very industrial bank shall maintain the same reserve on the amount covered 
by its certificates of investment or deposit, [and deposits payable on demand, 
if any,] to the same extent and in the same manner as banks shall be required 
under chapter three [3] of this act to maintain reserves.” [Reference under 
Chapter 3 is to § 23.812] 
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MINNESOTA 
5 Minnesota Statutes Annotated (With 1957 Cumulative Annual Pocket Part) 


CHAPTER 48. BANKS AND TRUST COMPANIES 


§ 48.22. Cash reserves [State banks] 

Subdivision 1: Requirements.—“It shall always keep a reserve equal to 
15 percent of its demandable liabilities and five percent of its time deposits if 
located in a Reserve city; if not located in a Reserve city, it shall always keep 
@ reserve equal to 12 percent of its demandable liabilities and five percent of 
its time deposits; which shall be in cash and balance due from solvent banks. 
No bank shall act as Reserve agent for another without the approval of the 
commissioner if its capital and surplus are less than $25,000. When its reserve 
shall become impaired, it shall make no new loans or discounts except upon 
sight bills of exchange, nor declare any dividend until the same has been fully 
restored. The term ‘Reserve city,’ as used herein, shall be taken to mean such 
cities as are designated as Reserve cities by act of Congress or other Federal 
authority. 

Subdivision 2: State banks change in requirements.—“Whenever the com- 
missioner of banks shall determine that the maintenance of sound banking prac- 
tices or the prevention of injurious credit expansion or contraction makes action 
advisable, he may make an order changing the requirements as to reserves against 
demand or time deposits, or both, in state banks which are not members of the 
Federal Reserve System. The reserve requirements established in any such 
order shall not be less than the requirements contained in subdivision 1 of this 
section, nor more than those required of member banks of the Federal Reserve 
System on the date that the order is made by the commissioner.” 


§ 48.65. Trust companies to comply with certain laws 

“No trust company of this state shall conduct a banking business, as defined in 
section 47.02, without fully complying with the provisions of section 48.22 re- 
lating to the reserve requirements of the State banks.” 


$53.07. Reserve 

“All industrial loans and thrift companies shall establish as a reserve against 
the certificates of indebtedness described in section 53.04, clause (4), of not 
less than ten percent of the amount of indebtedness thus created. Three per- 
cent of this indebtedness shall be in cash in the actual possession of the indus- 
trial loan company or on demand deposit in approved banks of this State, and 
seven percent of the total indebtedness may be in bonds admissible for investment 
by mutual savings banks under the laws of this State; Provided, That such 
certificates of indebtedness as are issued under authority of section 53.04, clause 
(2), and are held by the industrial loan and thrift company as security for 
its own loans, shall not be considered as an indebtedness for which a reserve 
must be maintained under this section.” 


MISSISSIPPI 
(4A Mississippi Code Annotated, 1942, Recompiled 1956, Title 21) 


§ 5154. Definition of words “bank,” “corporation,” as used herein 


“Whenever the word ‘bank’ is used in any statute, unless the context clearly 
shows that it is intended to be limited in its application to a particular char- 
acter of bank, it shall include trust companies, savings banks, branches of banks 
and trust companies, and all other institutions subject to the provisions of this 
chapter. The term ‘corporation,’ when used in this chapter, or ‘trust company’ 
when used in this chapter, shall be construed and held to embrace every char- 
acter of bank, branch bank, trust company or any branch thereof, which is sub- 
ject to the jurisdiction of the Department of Bank Supervision.” 


§ 5209. Cash reserve 

“Bvery State bank doing business in cities or towns having a population of 
less than fifty thousand inhabitants shall have on hand at all times in actual 
cash, or balances due from good and solvent banks, not less than fifteen percent 
of its demand deposits and seven percent of its time and savings deposits. 
Every bank doing business in cities having a population exceeding fifty thou- 
sand inhabitants, shall have on hand at all times in actual cash, or balances due 
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from good and solvent banks not less than twenty-five percent of its demand 
deposits and ten percent of its time and savings deposits. 

“Matured time certificates of deposit and savings deposits as to which deposi- 
tors have given written notice of intention to withdraw shall be considered as 
demand deposits and banks shall maintain the same percentage of cash reserve 
covering such deposits as is required for deposits payable on demand.” 


§ 5284. Federal Reserve Act requirements must be observed 


“Any bank or trust company, incorporated under the laws of Mississippi, 
which shall become a member of a Federal Reserve bank, shall comply with the 
reserve requirements of the Federal Reserve Acts and its amendments, and the 
compliance of such bank or trust company therewith shall be in lieu of, and 
shall relieve such bank or trust company from, compliance with the provisions 
of the laws of this State relating to the maintenance of reserves.” 


MIssoURI 


(18 Vernon’s Annotated Missouri Statutes, Title XXIV With 1958 Cumulative 
Annual Pocket Part) 


§ 362.010. Definitions 

“When used in this chapter, the term: 

“(1) ‘Aggregate demand deposits’ means the deposit against which reserves 
must be maintained by banks and includes total deposits, all amounts due to 
banks, bankers, trust companies and savings banks, the amount due on certified 
and cashiers’ checks, and for unpaid dividends, less the following items: 

“(a) Total time deposits ; 

“(b) The amounts due it on demand from banks, bankers and trust com- 
panies, other than its reserve depositaries, including foreign exchange bal- 
ances credited to it and subject to draft ; 

“(c) The excess due it from reserve depositaries over the amount re 
quired to maintain its total reserves. 

* & * + a * * 


“(3) ‘Bank’ means any corporation soliciting, receiving or accepting money, 
or its equivalent, on deposit as a business, whether such deposit is made subject 
to check, or is evidenced by a certificate of deposit, a pass book, a note, a 
receipt, or other writing ; 

“(4) ‘Demand deposits’ means deposits, payment of which can legally be re- 
quired within thirty days; 

- * & 2 oH * * 

“(8) ‘Reserve depositary’ means a bank, trust company or banking corpora- 
tion approved by the finance commissioner as a depositary for reserves on 
deposit ; 

“(9) ‘Reserves on deposit’ means the reserves against deposits maintained 
by any corporation pursuant to this chapter in reserve depositaries, or in a fed- 
eral reserve bank of which such corporation is a member, and not in excess of 
the amount authorized by this chapter ; 

“(10) ‘Reserves on hand’ means the reserves against deposits kept in the 
vault of any individual or corporation pursuant to the provisions of this chapter ; 

& ca * * * * * 


(14) ‘Time deposits’ means all deposits, the payment of which cannot legally 

be required within thirty days; 
* * * * ” . = 

(16) “Total reserves’ means the aggregate of reserves on hand and reserves 
on deposit maintained pursuant to the provisions of this chapter; * * *” 
§ 362.210. Reserves against demand deposits 

“1. Every bank shall maintain reserves against its aggregate demand deposits 
as follows: 

“(1) Eighteen percent of such deposits, if such bank is located in a city 
having a population of two hundred thousand or over, and at least seven 
percent of such deposits shall be maintained as reserves on hand; 

“(2) Fifteen percent of such deposits, if such bank is located in a city 
having a population of twenty-five thousand or over and less than two 
hundred thousand, at least six percent of all such deposits shall be main- 
tained as reserves on hand; 
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“(3) Fifteen percent of such deposits, if such bank is located elsewhere 
in the State; 

“2. The reserves on hand required by this section shall consist of any form 
of coin or currency, authorized by the laws of the United States; 

“3. If any bank shall have become a member of any Reserve bank, it may main- 
tain as reserves on deposit with such Federal Reserve bank such portion of its 
total reserves as shall be required or permitted of members of such Federal 
Reserve Bank; and if such bank has an office in a city having a population 
of two hundred thousand or over, the remainder of its total reserves shall 
be carried as reserves on hand.” 


§ 362.215. Reserves against time deposits 


“1. In addition to reserves against demand deposits every bank shall main- 
tain reserves against its aggregate time deposits of at least three percent of 
such time deposits, which shall be maintained as reserves on hand as provided 
in section 362.210. 

“2. Any bank becoming a member of a Federal Reserve bank and while it 
continues such member, shall be required to maintain only such reserves as are 
required by the Federal Reserve Act and any amendments thereto.” 


§ 362.225. Reserve depositaries 


“Any bank may keep the reserves on deposit, provided for by sections 362.210 
and 362.215 in a depositary or depositaries designated by it, and which, except 
as otherwise provided in said sections, shall be a bank, trust company or national 
banking association approved by the finance commissioner.” 


§ 362.230. No new loans until depleted cash reserve restored 


“Whenever the reserves of a bank shall fall below the amount herein required 
of it, and remain so for a period of one week, then such bank shall not make any 
new loans, discount or acceptances, except the discount of purchase of bills of 
exchange, payable at sight, until it shall have restored its required reserve.” 


§ 363.010. Definitions 

“When used in this chapter the term: 

“(1) ‘Aggregate demand deposits’ means the deposits against which reserves 
must be maintained, by trust companies and includes total deposits, all amounts 
due to banks, bankers, trust companies and savings banks, the amounts due 
on certified and cashiers’ checks, and for unpaid dividends, less the following 
items: 

“(a) Total time deposits; 

“(b) The amounts due it on demand from banks, bankers and trust 
companies other than its reserve depositaries, including foreign exchange 
balances credited to it and subject to draft ; 

“(c) The excess due it from reserve depositaries over the amount required 
to maintain its total reserves. 

* * ~ ~ * * + 


“(3) ‘Demand deposits,’ means deposits payment of which can legally be 
required within thirty days; 
* * * * = * * 


“(7) ‘Reserve depositary,’ means a bank, trust company, or banking corpo- 
ration approved by the finance commissioner as a depositary for reserves on 
deposit ; 

“(8) ‘Reserves on deposit,’ means the reserves against deposits maintained 
by any corporation pursuant to this chapter in reserve depositaries, or in a 
Federal Reserve Bank of which such corporation is a member, and not in 
excess of the amount authorized by this chapter; 

“(9) ‘Reserves on hand,’ means the reserves against deposits kept in the 
vault of any corporation pursuant to the provisions of this chapter ; 

* + * * + » * 


“(13) ‘Time deposits,’ means all deposits the payment of which cannot legally 
be required within thirty days; 


» * * . * * * 


“(15) “Total reserves,’ means the aggregate of reserves on hand, and reserves 
on deposit maintained pursuant to the provisions of this chapter; * * *” 














~~ — 


MEMBER BANK RESERVE REQUIREMENTS 145 


§ 363.290. Reserves against demand deposits 


“1. Every. trust company shall maintain total reserves against its aggregate 
demand deposits as follows: 

“(1) Eighteen percent of such deposits, if such trust company is located 
in a city having a population of two hundred thousand or over, and at 
least seven percent of such deposits shall be maintained as reserves on hand ; 

“(2) Fifteen percent of such deposits, if such trust company is located 
in a city having a population of twenty-five thousand or over, and less 
than two hundred thousand, and at least six percent of such deposits 
shall be maintained as reserves on hand; 

“(3) Fifteen percent of such deposits, if such trust company is located 
elsewhere in the state. 

“2. The reserves on hand required by this section shall consist of any form 
of coin or currency, authorized by the laws of the United States. 

“3. If any trust company shall have become a member of a Federal Reserve 
bank, it may maintain as reserves on deposit with such Federal Reserve bank 
such portion of its total reserves as shall be required or permitted of members 
of such Federal Reserve bank; and if such trust company has an office in a 
city having a population of two hundred thousand or over, the remainder 
of its total reserves shall be carried as reserves on hand.” 


§ 363.300. Reserves against time deposits 


“1. Every trust company shall maintain reserves of at least three percent 
against its aggregate time deposits which shall be maintained as reserves on 
hand, in addition to the reserves against its aggregate demand deposits as 
provided in section 363.290. 

“2. Any trust company becoming a member of a Federal Reserve bank, and 
while it continues such member, shall be required to maintain only such reserves 
as are required by the Federal Act and any amendments thereto.” 


§ 363.320. Reserve dcepositaries 


“Any trust company may keep the reserves on deposit, provided for by 
sections 363.290 and 363.300, in a depositary or depositaries designated by it, 
and which, except as otherwise provided in said sections, shall be a bank, trust 
company or national banking association, approved by the commissioner.” 


§ 363.3830. No new loans until depleted reserves are restored 


“Whenever the reserve of a trust company shall fall below the amount herein 
required of it, and shall remain so for a period of one week, then such trust 
company shall not make any new loans, discounts or acceptances, except the 
discount or purchase of bills of exchange, payable at sight, until it shall 
have restored its required reserve.” 


§ 361.260. Orders of commissioner 
* * . * F * * s 

“3. Whenever it shall appear to the commissioner that either the total re- 
serves on hand of any such corporation required by this chapter to maintain 
such reserves are below the amount required by law to be maintained or that 
such corporation is not keeping its reserves on hand as required by this chapter, 
he may issue an order directing that such corporation make good such reserves 
forthwith or within a time specified in such order, or that it keep its reserves 
on hand as required by this chapter. 


ss * * * * * * 


“5. If any corporation shall fail or refuse to comply with any such duly 
issued order provided for in this section, it shall forfeit to the state the sum 
of one hundred dollars for every day it so fails or refuses, after it receives 
notice of such order; Provided, That in addition to the said penalty the com- 
missioner may in his discretion report the delinquency to the attorney general, 
with request that he proceed as provided in section 361.270 and in the event 
of such request, the attorney general shall so proceed.” 
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MONTANA 
(1 Revised Code of Montana Annotated, 1947, Recompiled 1957) 


§ 5-102. Institutions to which act is applicable 


“The word ‘Bank,’ as used in this act, shall be construed to mean any corpo- 
ration which shall have been incorporated to conduct the business of receiving 
money on deposit, or transacting a trust or investment business as hereinafter 
defined. The soliciting, receiving, or accepting of money or its equivalent on 
deposit as a regular business, shall be deemed to be doing a commercial or sav- 
ings bank business, whether such deposit is made subject to check or is evi- 
denced by a certificate of deposit, a passbook, a note, or other receipt ; provided, 
that nothing herein shall apply to or include money or its equivalent left in 
escrow, or left with an agent pending investment in real estate or securities for 
or on account of his principal. It shall be unlawful for any corporation, partner- 
ship, firm, or individual to engage in or transact a banking business within this 
state, except by means of a corporation duly organized for such purpose. Banks 
are divided into the following classes: 

“(a) Commercial banks, 

“(b) Savings banks, 

“(ce) Trust companies, 

“(d) Investment companies, 
Provided, further, however, That this act shall not not apply to any person, 
firm or association now doing a private banking business; provided, however, 
that said private banks hereinabove referred to shall come under all of the 
provisions of this act which may be fairly applicable thereto; provided further, 
however, that this act shall not apply to any investment company or corpora- 
tion, heretofore established under authority of the law of Montana, not accept- 
ing, receiving, and holding money on deposit.” 


§ 5-532. Reserve requirements 


“Every bank, except a reserve bank, shall maintain at all times a reserve 
of at least ten per centum (10%) of its deposit liabilities, of which reserve 
such portions as the board of directors may determine may be on deposit in 
banks approved by the superintendent of banks as Reserve banks. A bank 
approved by the superintendent of banks as a reserve bank must at all times 
maintain a reserve of at least fifteen per centum (15%) of its deposit liabilities, 
of which such portion as the board of directors may determine, may be on 
deposit in banks approved by the superintendent of banks as Reserve banks. 
Any solvent bank of good repute having a full paid up capital and surplus of 
one hundred thousand dollars ($100,000.00), doing business in the State of 
Montana, or any of the states of the United States may be designated by the 
superintendent of banks as a Reserve agent for Montana State banking institu- 
tions. Such approval or designation may be withdrawn or withheld at any time 
by the superintendent of banks for cause, provided that the provisions of this 
act as to the capital and surplus shall not apply to any bank in Montana here- 
tofore designated by the superintendent of banks as a Reserve bank. When- 
ever the reserve of any bank shall fall below the amount required herein to be 
kept, such bank shall not increase its loans or discounts otherwise than by 
discounting or purchasing bills of exchange payable at sight or on demand, and 
the superintendent of banks shall notify any bank whose reserve may be below 
the amount herein required, to make good such reserve. In arriving at deposit 

liability with regard to bank deposits, the net balance of amounts due to and 
from otherbanks shall be taken as the basis for ascertaining the deposit liability 
to banks against which reserves shall be carried, provided, a compliance with 
the federal reserve banking laws, rules and regulations by member banks shall 
* to be a compliance with the reserve requirements and conditions of this 
ac 


§ 5-1030. Reserve; reports on 


“It shall be the duty of any bank whose reserve shall drop below the legal 
requirements to report the matter to the superintendent of banks immediately 
and as often thereafter as the superintendent shall ask for said report.” 


§ 5-1101. Grounds for closing bank 


“Whenever it shall appear to the superintendent of banks that: 
* o = * e 


* * 
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“(5) That its reserve has fallen below the amount required by law and it has 
failed to make good such reserve within thirty (30) days after being requested 
to do so by the superintendent, or, without such notice, if a majority of the 
directors, in writing, notify the superintendent that such reserve cannot be 
made good within thirty (30) days, or if it is continually allowing its reserve 
to fall below the required amount; or, 

* & * * “ * € 


“The superintendent himself, or his duly authorized agent upon express 
authority from the superintendent, may, in his discretion close said bank and 
take possession of all the books, records, assets and business of every descrip- 
tion of such bank, and hold the same and retain possession thereof until such 
bank shall be authorized by him to resume business, or its affairs be liquidated 
as herein provided, and he shall do so in cases where a bank comes into his 
hands voluntarily, or in the manner provided by law. 

“The powers and authority conferred on the superintendent by this section, 
except in cases of voluntary surrender, shall be considered as discretionary 
and not as mandatory, and so long as a superintendent acts in good faith 
in the matter, neither he nor his deputies shall be held liable civilly or crimi- 
nally or upon their official bonds in any action taken thereunder or for any failure 
to act thereunder.” 

NEBRASKA 


(1 Revised Statutes of Nebraska, 1943, With 1957 Cumulative Supplement) 


CHAPTER 8. BANKS AND BANKING 


§ 8-136. Banks; cash reserves; requirements 


“Savings banks shall maintain a cash reserve, in available funds, of at least 
five percent of their deposits. Other banks, in cities having a population of 
twenty-five thousand, shall maintain a reserve, in available funds, of at least 
twenty percent of their deposits. Outside of such cities such banks shall main- 
tain a reserve of at least fifteen percent of their deposits; Provided, commercial 
banks, having savings deposits payable on presentation of pass books, shall not 
be required to maintain a cash reserve of available funds of more than five per- 
cent of such deposits. That portion of the reserve, not kept in the bank, shall be 
kept only in a depository approved by the department. One-fifth of the cash 
reserve may be carried in United States Government bonds at their market value. 
In computing the required cash reserve of a commercial bank, as above set forth, 
any war loan deposit account shall be excluded from consideration.” 


§ 8-136.01. “War loan deposit,” defined 


“For the purpose of sections 8-136, 8-120 and 8-143, the term ‘war loan de 
posit account’ shall mean an account in a commercial bank in this state entered 
to the credit of the Treasurer of the United States, or his fiscal agent, opened and 


maintained for the purpose of facilitating financing of the war by the United 
States of America.” 


§ 8-137. Banks; available funds ; deficient reserwe ; impairment of capital; duty 
of bank; powers and duties of department 

“The available funds shall consist of cash on hand and balances due from 
other solvent banks. Cash shall include lawful money of the United States, and 
exchange for any clearing house association. Whenever the available funds of 
any bank shall fall below the reserve herein required, such bank shall not make 
any new loans or discount otherwise than by discounting or purchasing bills of 
exchange payable at sight; nor shall such bank make any dividends of its profits 
until it has on hand the available funds required by sections 8-101 to 8-1,109. 
The Department of Banking shall-notify any bank, in case its reserves shall fall 
below the amount required, or its capital is impaired, to make good such reserve 
or capital within such time as the department may direct, and any failure of such 
bank to make good any deficiency in the amount of its reserve or its capital 
within the time directed shall be cause for the Director of Banking to take pos- 


session of said bank, declare it insolvent, and to liquidate it as hereafter 
provided.” 
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§ 8-415. Dividends ; declaration; conditions 
“Any industrial loan and investment company licensed under section 8-401 to 
8-417 may semiannually declare a dividend on its stock out of net profits, after 
all bad debts required by the directors and the department, or either, have been 
charged off and the amount of the surplus on hand at the beginning of the divi- 
dend period is kept intact, but shall before the declaration of such dividend carry 
an amount equal to five percent of its gross income during the dividend period 
to its surplus fund until or unless such surplus fund shall equal the paid-up 
capital stock.” 
NEVADA 


(5 Nevada Revised Statutes, 1957, Title 55) 


§ 662.020. Operating cash; minimum cash and balances ; reserves 


“1, Each bank doing business under the laws of this state shall have on hand, 
in cash, such a sum of money as may be determined by the superintendent of 
banks, as necessary to meet the operating requirements of the bank, and, in addi- 
tion thereto, a sum consisting of balances due from good and solvent banks, 
selected from time to time with the approval of the superintendent of banks. 
The total sum of such cash and balances due shall not be less than 15 percent 
of the total deposits of the bank. 

“2. Any bank that has been made the depositary for the reserve of any other 
bank or banks shall have on hand in the manner provided herein 10 percent of 
such reserve deposits, in addition to the 15 percent mentioned in subsection 1 
required of its entire deposits. 

“3. Whenever the available funds in any bank shall be below the required 

. amount, such bank shall not: 

“(a) Make any new loans or discounts otherwise than the discounting or 
purchasing of bills of exchange, payable at sight. 

“(b) Pay or declare any dividends of its profits until the required pro- 
portion between the aggregate of its deposits and its lawful money reserves 
shall have been restored. 

“4. The superintendent of banks shall immediately notify any bank whose 
lawful money reserve shall be below the amount required to be kept on hand 
to make good such reserve. If such bank shall fail to do so for a period of 60 
days after such notice, it shall be deemed to be insolvent, and the superintendent 
of banks shall take possession of the same and proceed in the manner provided 
in this title relating to insolvent banks. 


* * * * * * 


“6. All banks doing a savings bank or trust company business, but which do 
not transact a commercial banking business, shall be required to keep on hand 
at all times, in available funds, a sum equal to 10 percent of their deposits, 
one-half of which may consist of balances due from authorized depositary banks, 
as provided in NRS 662.240, and which are deemed solvent, and the other one- 
half thereof in actual cash. 

“7. Any bank subject to the provisions of this title may become a member of 
the Federal Reserve bank in the district in which such bank is located, and may 
then deposit in such Federal Reserve bank any of its available funds, including 
any part of the reserve required by this title, and the provisions of this title 
limiting the amount that may be deposited by a bank in a depositary bank, and 
the requirements of this title relative to the reserve that must be maintained by 
the depositary bank against such bank deposits, shall not be deemed to apply to 
such deposit in such Federal Reserve bank.” 


§ 662.030. Powers of state bank which is a member of a Federal Reserve Bank; 
Reserves 


“1. Notwithstanding the provisions of any section of this title, any bank or 
trust company incorporated under the laws of this State which is now, or which 
may hereafter become, a member of a Federal Reserve bank is, by this section, 
vested with all the powers conferred upon a member bank of a Federal Reserve 
bank by the terms of the Federal Reserve Act, or by the regulations of the Board 
of ‘Governors of the Federal Reserve System made pursuant to the Federal 
Reserve Act. 

“2. A compliance on the part of any such bank or trust company with the 
reserve requirements of the Federal Reserve Act shall be held to be a full com- 
pliance with those provisions of the laws of this State which require banks or 
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trust companies to maintain cash balances in their vaults or with other banks, 
and no such bank or trust company shall be required to carry or maintain a 
reserve other than such as is required under the terms of the Federal Reserve 
Act.” 


§ 667.060. Acts constituting msolwency 


“A bank shall be deemed to be insolvent : 
* s + * 7 * * 


“8. When it shall fail to make good its capital or reserve as required by 
—- 


§ 662.020. [Determining solvency] 
* * * * * * * 


“5. The superintendent of banks shall refuse to consider, as a part of a bank’s 
reserve, balances due from any bank which shall refuse or neglect to furnish him 
with such information as he may require from time to time relating to its busi- 
ness with any other bank doing business under this Title, which shall enable 
him to determine its solvency. * * *” 


NEW HAMPSHIRE 


(4 New Hampshire Revised Statutes Annotated 1955, Title XXXV, With 1957 


Supplement) 
§ 390:6. Reserves 


“Every such corporation shall at all times maintain as a reserve an amount 
equal to at least fifteen percent of the aggregate amount of the demand deposits 
in its commercial department plus an amount equal to at least five percent of 
the time deposits in said department. Such reserve shall consist of lawful 
money of the United States or balances due from other banks. The board of 
trust company incorporation Created under chapter 392, RSA, may change the 
reserve requirements, provided that said board shall not increase the reserve 
requirements for any bank in excess of the percentages prescribed for banks 
located in this state which are members of the Federal Reserve System. No 
new loan or investment shall be made by such corporation when its reserve is not 
in accordance with the requirements of this section.” [Applies to corporations 
organized “for the purpose of doing * * * trust company or * * * general 
banking business.’’] 


§ 39077. Federal Bank Membership 


“A trust company which becomes a stockholder in a federal reserve bank may 
have and exercise any and all of the corporate powers and privileges incident 
thereto which may be exercised by member banks under the provisions of the 
United States ‘Federal Reserve Act,’ approved December 23, 1913, or any acts 
in amendment thereof or in addition thereto; and while such trust company 
continues as such bank it shall be subject to said provisions relative to bank 
reserves, in substitution for the requirements of this title.” 

§ 378:2. Requirements 

“Savings banks and savings departments of banking and trust companies shall 
maintain a reserve of not less than fifteen percent of the amount of their deposits 
in cash, including balances in other banks, and/or obligations of the United 
States of America and shall make investment of the balance of their funds only 
in the classes of securities and loans authorized by this chapter, provided, how- 
ever, that said requirement with respect to said reserve shal) not apply to any 
bank which is a member of the Federal Reserve System.” 


NEW JERSEY 
(17 New Jersey Statutes Annotated, Title 17, With 1958 Cumulative Annual 


Pocket Part) 
§ 17:9A-49. Definitions 
“For the purposes of this article, 
“(1) ‘reserve depositary’ includes 
“(a) a Federal Reserve bank, 
“(b) a member of a Federal Reserve bank organized in a Federal 
Reserve district which includes all or any part of this State, which 
shall be approved by the commissioner as a Reserve depositary, 
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“(e) a bank which is not a member of the Federal Reserve System, 
but which shall be approved by the commissioner as a Reserve de- 
positary, and 

“(d) a member of a Federal Reserve bank organized in a Federal 
Reserve district which does not include all or any part of this State; 
Provided, such member maintains its principal office in a city in which 
a Federal Reserve bank has its main office or a branch office, and is 
approved by the commissioner as a Reserve depositary ; 

“(2) ‘immediate liabilities’ shall include all deposits payable on demand, 
or in less than thirty days, or in less than thirty days after demand, and 
all other claims payable on demand ; 

“(3) ‘time liabilities’ shall include all liabilities other than immediate 
liabilities ; 

“(4) the commissioner, with the concurrence of the banking advisory 
board, may from time to time modify or supplement the definitions of im- 
mediate liabilities and time liabilities as set forth in this section, except 
that demand deposits shall always be included in the definition of immediate 
ae and time deposits shall always be included in the definition of time 
liabilities.” 


§ 17:9A-48. Nonmembers of Federal Reserve System 


“A. A bank which is not a member of the Federal Reserve System shall, subject 
to the provisions of subsection B of this section, at all times have in available 
funds consisting of (1) lawful currency of the United States, or (2) balances 
due on demand from reserve depositaries, not less than an amount equal to 
the aggregate of 15% of its immediate liabilities and 3% of its time liabilities. 
The commissioner may from time to time, with the concurrence of the banking 
advisory board, increase or decrease such percentages; Provided, That, in the 
case of immediate liabilities, such percentage shall not be lower than 15 or 
higher than 30 and, in the case of time liabilities, such percentage shall not be 
lower than 3 or higher than 6. Notwithstanding the foregoing provisions of 
this section, the amount of available funds required of such a bank shall at no 
time exceed the amount of the reserve balances it would be required to main- 
tain were such a bank a member of the Federal Reserve System. The sufficiency 
of the available funds of any such bank upon a particular day shall be determined 
upon the basis of of the bank’s immediate liabilities and time liabilities at the 
opening of business on that day. 

“B. A bank shall be deemed to have complied with the requirements of sub- 
section A of this section if its daily available funds, averaged over semi-monthly 
periods beginning with the first and the sixteenth days of each month, shall at 
least equal the minimum amount prescribed by subsection A of this section.” 


§ 17:94-47. Members of Federal Reserve System 
“A bank which is a member of the Federal Reserve System shall maintain the 
reserve balances required by or pursuant to the Federal Reserve Act, as amended 
or supplemented from time to time, and shall be exempt from the following sec- 
tions of this article.” 
New MExIco 


(7 New Mexico Statutes Annotated, 1953, With 1957 Pocket Supplement) 


Chapter 48. Banks and financial institutions 
§ 48-1-2. “Bank” defined 
“The word ‘bank’ as used in this act includes every person, firm, company, 
copartnership or corporation, except national banks, engaged in the business of 
banking in the state of New Mexico. Banks are divided into the following 
classes : 
“(a) Commercial banks; 
“(b) Savings banks; and 
“(c) Trust companies.” 
§ 48-2-28. Compliance with Federal Reserve requirements satisfies State balance 
requirements 
“Compliance on the part of any bank or trust company exercising the right 
conferred by section 96 [48-2-27] hereof with the Reserve requirements of the 
Federal Reserve Act [U.S.C., tit. 12, § 221 et seq.] shall be held to be a full com- 
pliance with these provisions of of the laws of this State which require banks or 
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trust companies to maintain cash balances in their vaults or with other banks, 
and no such bank or trust company shall be required to carry or maintain reserve 
other than such as is required under the terms of the Federal Reserve Act 
(U.S.C., tit. 12, § 221 et seq.].” 

§ 48-3-1. Reserve ; deposits of reserve 

“Every banking corporation chartered under the laws of this State shall at all 
times have an amount of cash on hand and cash due on demand from other 
banks equal to twelve percent (12%) of the aggregate amount of its general 
deposits; said reserve shall be kept in cash and on deposit in state or national 
banks in this State with a combined capital and surplus of not less than seventy- 
five thousand dollars ($75,000.00) or with any bank or banks outside of the 
State of New Mexico having a combined capital and surplus of not less than five 
hundred thousand dollars ($500,000.00), and approved as a reserve agent by the 
State bank examiner ; Provided, however, That whenever a State bank is a mem- 
ber of the Federal Reserve System, a compliance with the reserve requirements 
thereof shall be deemed a compliance with the requirements of this section; 
Provided, further, That the State bank examiner if in his opinion it is to the 
hest interest of the banking business of this State he shall have power to increase 
the reserve requirement of all State bunks, which are not members of the Federal 
Reserve System to an amount not to exceed fifteen percent (15%) of its total 
general deposits which in his judgment seems necessary. Whenever the reserve 
of any bank shall be impaired, it shell make no new loans or discounts and the 
reserve shall be fully restored within thirty [30] days from such time as the 
State bank examiner shall notify said bank of such impairment. In addition to 
the restrictions set out in this section, every bank failing to keep a reserve as 
provided herein, shall pay to the State bank examiner a penalty of six percent 
(6%) per annunr on the impairment which penalty shall be computed on the 
basis of the average daily impairment, covering weekly periods. 

“The penalties collected under the provisions of this section shall be by the 
State bank examiner, remitted to the State treasurer and by him accredited to 
the general appropriations account.” 

§ 48-3-2. Reserve banks ; statement of reserve required 

“Upon applicaiton by any State bank, the State bank examiner may designate 
such (State) bunk as a Reserve bank, provided such application is accompanied 
by a sworn statement of the condition of said bank showing that on the date of 
such application said (State) bank held a reserve in full compliance with the 
provisions of section 14 [48-3-1] hereof, and the State bank examiner may, from 
time to time. require from said bank further similar statements of condition. 
Upon failure to submit such statements of condition, as may be required by the 
State bank examiner, the designation of such bank as a Reserve bank shall be 
canceled.” 

§ 48-38-16. Dividends; when not to be paid; personal liability of officers and 
directors 

“No bank shall pay, nor shall any director thereof authorize the payment of. 
any dividend except from the net profits of the bank actually collected, nor when 
the bank is insolvent, nor while the capital or reserve of the bank is impaired. 
And any officer or director of any bank who shall assent to declaring and paying 
a dividend in violation of the provisions hereof shall, in event of loss to the 
creditors of any such bank, be personally liable to the creditors of such bank 
to the full amount of such dividend so declared and paid.” 


NEW YORK 


(4 McKinney's Consol. Laws of New York, Banking Law With 1957 Cuinulative 
Annual Pocket Part) 
§ 2. Definitions 
o + * * 7 * e 


“12. Time deposits.—The term, ‘time deposits,, when used in this chapter. 
means all deposits the payment of which cannot legally be required within 
thirty days. 

“13. Demand deposits——The term, ‘demand deposits,’ when used in this chap- 


ter, means deposits payment of which can legally be required within thirty 
days. 
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“14. Net demand deposits —The term, ‘net demand deposits,’ when used in 
this chapter, means the total of all deposits, and of all amounts due to banking 
corporations and private bankers and of all amounts due on certified and officers’ 
checks, letters of credit and travelers’ checks sold for cash, and for unpaid 
dividends, less the following items: 

“(a) Time deposits; 

“(b) Amounts due on demand from banking corporations organized under 
the laws of the United States or any State of the United States and private 
bankers other than a Federal Reserve bank and reserve depositaries. 

“15. Reserves on hand.—The term, ‘reserves on hand,’ when used in this 
chapter, means the reserves against deposits kept in the vault of any banking 
organization. 

“16. Reserves on deposit—The term, ‘reserves on deposit,’ when used in this 
chapter, means the reserves against deposits maintained with a Federal Reserve 
bank located in this State and with Reserve depositaries by any banking organi- 
zation, pursuant to the provisions of this chapter. 

“17. Total reserves.—The term, ‘total reserves,’ when used in this chapter, 
means the aggregate of reserves on hand and reserves on deposit maintained 
pursuant to the provisions of this chapter. 

“18. Reserve depositary—-The term, ‘reserve depositary,’ when used in this 
chapter, means a banking corporation designated by the superintendent as a 
depositary for reserves on deposit. * * *” 


§ 107. Reserves against deposits 

“Subject to such additional requirements as the banking board may impose, 
every bank and every trust company shall maintain total reserves against its 
net demand deposits as follows: 

“1. Thirteen per centum of such deposits if such bank or trust company has 
an office in the Borough of Manhattan. 

“2. Ten per centum of such deposits, if the suinctind office of such bank or 
trust company is located in the Borough of Brooklyn, the Borough of The Bronx 
or the city of Buffalo and it has not an office in the Borough of Manhattan. 

“8. Seven per centum of such deposits if the principal office of such bank or 
trust company is located elsewhere in the state. 

“Any part of total reserves may be deposited, subject to call, with a Federal 
Reserve bank in the district in which such bank or trust company is located, or 
with Reserve depositaries, and the reserves on hand not so deposited shall con- 
sist of any form of currency authorized by the laws of the United States. Any 
bank or trust company which is or shall become a member of the Federal Re- 
serve System shall maintain such reserves with a Federal Reserve bank as are 
required by or pursuant to the Federal Reserve Act and so long as it complies 
with the requirements of such Federal Reserve Act with reference to reserves 
shall be exempt from the preceding provisions of this section. 

“If any bank or trust company shall fail to maintain its total reserves in the 
manner prescribed and authorized by this section, it shall be liable to, and shall 
pay any assessment or assessments levied by the superintendent pursuant to the 
provisions of article two of this chapter.” 


§ 106. Deposits by banks and trust companies with other banking corporations 
amd private bankers ; restrictions 


“1. No bank or trust company shall deposit any of its funds with any other 
banking corporation or private banker in an amount exceeding ten per centum of 
the capital stock, surplus fund and undivided profits of such bank or trust 
company unless such banking corporation or banker has been designated as a 
depositary for the funds of the bank or trust company by a vote of a majority 
of the directors of the bank or trust company exclusive of any director who is 
an officer, director, trustee or partner of the depositary so designated and no 
bank or trust company shall deposit any of its funds with any other banking 
corporation or private banker without such action by the board of directors of 
such bank or trust company if any officer or director of such bank or trust 
company is an officer, director, trustee or partner of such other banking corpo- 
ration or private banker. In any case where a banking corporation or private 
banker is so designated a bank or trust company shall not deposit therewith an 
amount in excess of twenty-five per centum of the capital stock, surplus fund 
and undivided profits of such bank or trust company unless such other banking 
corporation or private banker is located within the State of New York and has 
been approved by the superintendent as a depositary for the purpose of this 
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section, in which case the amount so deposited may equal but shall not exceed 
two hundred per centum of the capital stock, surplus fund and undivided profits 
of such bank or trust company; provided that if two hundred per centum of the 
capital stock, surplus fund and undivided profits of such bank or trust company 
amounts to more than twenty-five per centum of the capital stock, surplus fund 
and undivided profits or the capital and surplus or the permanent capital, as the 
case may be, of the depositary so approved by the superintendent, then the 
amount so deposited may equal but shall not exceed one hundred per centum 
of the capital stock, surplus fund and undivided profits of such bank or trust 
company. 

“2. The restrictions contained in this section shall not apply to deposits by 
any bank or trust company with a Federal Reserve bank.”’ 


§ 38. Reserve depositaries 


“The superintendent shall, in his discretion, upon the nomination of any bank, 
trust company, industrial bank or private bauker, designate as a depositary for 
its reserves on deposit a bank, trust company or national bank located in this 
State, or a banking corporation located elsewhere in the United States if such 
banking corporation shall make such reports as the superintendent may prescribe 
and shall submit to such examinations as he may deem necessary. No such bank, 
trust company, national bank or banking corporation may be a depositary of any 
such reserves unless it shall have a combined capital and surplus of at least 

“(1) One million dollars, if located in a borough in this'State which has 
a population of one million five hundred thousand or over ; 

“(2) Seven hundred and fifty thousand dollars, if located in a borough 
in this State which has a population of one million or over and less than one 
million five hundred thousand or in a city in this State not divided into 
boroughs which has a population of four hundred thousand or over ; 

“(3) Five hundred thousand dollars, if located elsewhere in this State; 

“(4) Two million dollars, if located outside this State. 

“No bank, trust company or national bank located in a borough having a popu- 
lation of one million five hundred thousand or over which does not have a com- 
bined capital and surplus of at least two million dollars, may be a depositary 
for such reserves unless it shall have a combined capital and surplus greater 
than the combined capital and surplus of the bank, trust company, industrial 
bank or private banker depositing such reserves.” 


§ 14. Powers of the banking board 


“1. For the purpose of effectuating the policy declared in section ten of this 
article, the banking board shall have power, by a three-fifths vote of all its mem- 
bers, to make, alter and amend rules and regulations not inconsistent with law. 
Such rules and regulations shall be brought to the attention of those affected 
thereby in a manner to be prescribed by the board. Without limiting the fore- 
going power, resolutions or rules or regulations may be so adopted for the follow- 
ing specific purposes : 


* + . . * * # 


“(j) To prescribe from time to time reserves against deposits to be maintained 
by banks and trust companies in addition to the reserves required by article 
three of this chapter to be maintained; Provided, That no reserve requirement 
imposed by the board against either time or demand deposits shall require any 
bank or trust company to maintain total reserves in an amount greater than it 
would be required to maintain if it were at the time a member of the Federal 
Reserve System. 

“(jj) To exempt from reserve requirements prescribed by or pursuant to this 
chapter deposits payable to the United States by any banking organization aris- 
ing solely as a result of subscriptions made by or through any such banking or- 
ganization for United States Government securities issued under the authority of 
the Second Liberty Bond Act as amended. 


* * + . © e 


“(q) To make variations from the requirements of this chapter, provided such 
variations are in harmony with the spirit of the law, if the board shall find that 
such variations are necessary because of the existence of unusual and extraordi- 
nary circumstances. The board shall enter such finding on its records. * * *” 
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$19. Assessments for deficiency in reserves against deposits 
“If any banking organization shall not maintain the total reserves prescribed 
by or pursuant to this chapter, the superintendent may levy an assessment upon 
it for such period as any deficiency in its total reserves amounting to one per 
centum or more of its deposits against which reserves are required to be main- 
tained shall continue, at rates not in excess of the following : 
“(1) Six per centum per annum upon any such deficiency not exceeding 
two per centum of such deposits. 
“(2) Eight per centum per annum upon any additional deficiency in ex- 
cess of two and not exceeding three per centum of such deposits. 
“(3) Ten per centum per annum upon any additional deficiency in excess 
of three and not exceeding four per centum of such deposits. 
“(4) Twelve per centum per annum: upon any additional deficiency 
therein.” 


§ 39. Orders of superintendent 
* ” * e > a & 


“4. * * * Whenever it shall appear to the superintendent that either the 
total reserves or reserves on hand of any banking organization are below the 
amount required by or pursuant to this chapter to be maintained, or that such 
banking organization is not keeping its reserves on hand as required by this 
chapter, he may, in his discretion, issue an order directing that such banking 
organization make good such reserves forthwith or within a time specified in 
such order, or that it keep its reserves on hand as required by this chap- 
ter. * * 9” 


§ 606. When superintendent may take possession of banking organization; when 
possession may be surrendered 
“1. The superintendent may, in his discretion, forthwith take possession 
of the business and property of any banking organization whenever it shall ap 
pear that such banking organization : 
a * * * * * a 
“(g) Has neglected or refused to comply with the terms of a duly issued order 
of the superintendent; * * *” 


§ 308. Reserves against deposits 

“Every industrial bank shall maintain total reserves against deposits of the 
same amount and kind and on hand or on deposit to the same extent as are at 
the time required by or pursuant to this chapter of a bank doing business in 
the same place. 

“If any industrial bank shall fail to maintain the reserves required by this 
section it shall be liable for any shall pay any assessment or assessments levied 
pursuant to the provisions of article two of this chapter.” 


§ 294. Restrictions on powers of industrial banks 


“An industrial bank shall not: 
. . * ez a s se 

“5. Deposit any of its funds with any other banking corporation or private 
banker unless such other corporation or banker has been designated as a de- 
pository for the funds of the industrial bank by a vote of a majority of the 
directors of such industrial bank, exclusive of any director who is an officer, 
director, or trustee of the depositary so designated. In any case where a bank- 
ing corporation or private banker is so designated an industrial bank shall not 
deposit therewith an amount in excess of twenty-five per centum of the capital 
stock, surplus fund and undivided profits of such industrial bank unless such 
other banking corporation or private banker is located within the state of New 
York and has been approved by the superintendent as a depositary for the pur- 
pose of this section, in which case the amount so deposited may equal but shall 
not exceed two hundred per centum of the capital stock, surplus fund and un- 
divided profits of such industrial bank; Provided, That if two hundred per 
centum of the capital stock, surplus fund and undivided profits of such indus- 
trial bank amounts to more than twenty-five per centum of the capital stock, 
surplus fund and undivided profits or the capital and surplus or the per- 
manent capital, as the case niay be, of the depositary so approved by the super- 
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intendent, then the amount so deposited may equal but shall not exceed one 
hundred per centum of the capital stock. surplus fund and undivided profits of 
such industrial bank. 

“The restrictions contained in this section shall not apply to deposits by amy 
industrial bank with a federal reserve bank. * * *” 


NORTH CAROLINA 


(2B General Statutes of North Carolina Recompiled 1950, With 1957 
Cumulative Supplement ) 


CHAPTER 53. BANKS 


§ 538-1. “Bank,” “surplus,” “undivided profits,” and other words defined 


“The following definitions shall be applied to the terms used in this chapter: 

“The term ‘bank’ shall be construed to mean any corporation, other than 
building and loan associations, industrial banks, and credit unions, receiving, 
soliciting, or accepting money or its equivalent on deposit as a business. 

* * - a7 * ° = 

“The term ‘time deposits’ means all deposits, the payment of which cannot be 
legally required within thirty days. 

“The term ‘demand deposits’ means all deposits, the payment of which can 
be legally required within thirty days. * * *” 


§ 53-51. Reserve and cash defined 


“Reserve shall consist of cash on hand and balances payable on demand, due 
from other approved solvent banks, which have been designated depositories as 
hereinafter provided in this chapter. Cash includes lawful money of the United 
States, and exchange of any clearinghouse association.” 

§ 53-50. Reserve 

“Every bank shall at all times have on hand or on deposit with approved 
reserve depositories, instantly available funds in an amount equal to at least 
fifteen percent of the aggregate amount of its demand deposits, and five percent 
of the aggregate amount of its time deposits. But no reserve shall be required 
on deposits secured by a deposit of United States bonds or the bonds of the 
State of North Carolina. Any bank that is now or may hereafter become a 
member of the Federal Reserve bank shall maintain the same reserve with re 
spect to deposits as shall be required of other members of such Federal Reserve 
bank.” 


§ 53-44. Investment in bonds guaranteed by United States 
s * . a o s s 


“(2) Security for loans and deposxits.—No bank shall be required to maintain 
a reserve against deposits secured by uny of the nbove mentioned bonds equal 
in market value to the amount of such deposits, and such bonds shall be valid 
security for all loans and deposits to the same extent as are any obligations of 
the United States. * * *” 


§ 53-84. Depositaries, designated by directors 


“By resolution of the board of directors, other banks organized under the laws of 
this State, or of another State, or of the National Banking Act of the United 
States, shall be designated as depositaries or Reserve banks in which a part of 
such bank’s reserve shall be deposited, subject to payment on demand. A copy 
of such resolution shall, upon its adoption, be forthwith certified to the Commis- 
sioner of Banks and the depositary so designated shall be subject to the approval 
of the Commisisoner of Banks. For causes which he may deem adequate, the 
Commissioner of Banks shall have authority at any time to withdraw such 
approval.” 

§ 53-61. Federal reserve bank, authority to join 

“The words ‘Federal Reserve Act,’ as herein used, shall be held to mean and 
to include the act of Congress of the United States, approved December twenty- 
third, nineteen hundred thirteen, as heretofore and hereafter amended. The 
words ‘Federal Reserve Board’ shall be held to mean the Federal Reserve Board 
created and described in the Federal Reserve Act. The words ‘Federal Reserve 
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banks’ shall be held to mean Federal Reserve banks created and organized under 
the authority of the Federal Reserve Act. The words ‘member bank’ shall be 
held to mean any national or State bank or bank and trust company which has 
become or which becomes a member of one of the Federal Reserve banks by the 
Federal Reserve Act. 


“(c) A compliance on the part of any such bank with the reserve requirements 
of the Federal Reserve Act shall be held to be a full compliance with the provi- 
sions of the laws of this State, which require banks to maintain cash balances 
in their vaults or with other banks, and no such bank shall be required to carry 
or maintain reserve other than such as is required under the terms of the Fed- 
eral Reserve Act. * * *” 


§ 53-111. Reserve, when below legal requirement 


“When the reserve of any bank falls below the amount required by law, it 
shall not make new loans or discounts, otherwise than by discounting or pur- 
chasing bills of exchange, payable at sight or on demand, nor make dividends 
of its profits until the reserve required by law is restored. The Commissioner of 
Banks shall require any bank whose reserve falls below the amount herein 
required immediately to make good such reserve. In case the bank fails for 
thirty days thereafter to make good its reserve the Commissioner of Banks may 
forthwith take possession of the property and business of such bank until its 
affairs be adjusted or finally liquidated as provided for in this chapter.” 

Industrial banks are required to maintain the same reserves as are required 
of commercial banks, by virtue of section 53-145 which renders applicable to 
industrial banks section 53-44, 53-50, 53-51, 53-111. 


NortH DAKOTA 
1 North Dakota Revised Code, 1948 (With 1957 Session Laws) 


§ 6-0337. Reserve funds required ; disposition thereof 


“Every banking association shall have on hand at all times in available 
funds an amount which shall equal ten percent of its demand deposits and 
amounts due to other banks, plus five pereent of its time deposits. Such reserve 
funds may consist of cash on hand or of balances due to the association from 
the Bank of North Dakota, or good solvent State or national banks or trust 
companies, approved by the State examiner for such purposes and located in 
such commercial centers as will facilitate the purposes of banking exchanges. 
The State examiner, whenever he deems it necessary or expedient to do so, may 
require such banking association, on fifteen days notice in writing, to increase 
such reserve requirements to not more than twenty percent of its demand 
deposits and not more than ten percent of its time deposits. Cash items shall 
not be included in computing reserve, and no association shall carry as cash, or 
as cash items, any paper or other matter except legitimate bank exchange 
which will be cleared on the same or the next succeeding day. Whenever its 
available funds within the meaning of this section shall be below the require- 
ments hereinbefore stated, an association shall not increase its liabilities by 
making any new loans or discounts other than the discounting or purchasing 
of bills of exchange payable at sight. nor shall it make any dividend of its 
profits until the required proportion between the aggregate amount of the 
deposits and its lawful money reserve has been restored. The State examiner 
must notify any association whose money reserve shall be below the amount 
required to be kept on hand to make good such reserve, and if such association 
shall fail to do so for a period of thirty days after such notice, the State 
banking board may impose a penalty of not less than one hundred dollars nor 
more than five hundred dollars, which shall be collected in the same manner as 
other penalties prescribed in this title.” 


§ 6-0911. State bank deposits in Bank of North Dakota available funds; bank 
a clearing house 


“Funds deposited by State banks in the Bank of North Dakota shall be deemed 
‘available funds’ within the meaning of that term as used in section 60837 of 
this title. For banks that make the Bank of North Dakota a reserve depositary, 
it may perform the functions and render the services of a clearing house, in- 
cluding all facilities for providing domestic and foreign exchange, and may 
rediscount paper, on such terms as the industrial commission shall provide.” 
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§ 6-0408. Reserve funds required; computation and disposition thereof; cash 
items ; penalty 
“Each savings bank shall have on hand at all times in available funds an 
amount which shall equal : 
“1. Twenty percent of its total deposits subject to check or on demand, and 
amounts due to other banks; 
“2. Ten percent of its total deposits on time certificate; and 
“3. Five percent of its total savings deposits subject to notice as author- 
ized in this chapter. 
“Three-fifths of these funds may consist of balances due the savings bank from 
such solvent State or national banks vr trust companies as shall have been 
approved by the State banking board, but the remaining two-fifths of such 
reserve shall consist of actual cash on hand. Cash items shall not be included 
in computing reserve, and no savings bank shall carry as cash, or as cash items, 
any paper or other matter except legitimate bank exchange which will be 
cleared on the same or the next business day. Whenever the available funds 
within the meaning of this section shall be below the percentage of its deposits 
stated herein, such savings bank shall not increase its liabilities by making any 
new loans, nor shall it make any dividend of its profits until the required 
proportion between the aggregate amount of the deposits and its lawful money 
reserve has been restored. The banking board must notify any bank whose 
money reserve shall be below the amount required to make good such reserve, 
and if such savings bank shall fail to do so for a period of thirty days after 
such notice, the board may impose a penalty of not less than one hundred 
dollars nor more than five hundred dollars, which shall be collected in the same 
manner as other penalties prescribed in this title are collected.” 


OHIO 
(Page’s Ohio Revised Code Annotated, Title II, With 1957 Supplement) 


§ 1105.24. Reserve requirements 


“Every bank, including every savings society and society for savings, having 
time, savings, or demand deposits shall maintain total reserves against such 
deposits, exclusive of United States and postal savings deposits, of ten per cent 
of its aggregate time and savings deposits and fifteen per cent of its aggregate 
demand deposits. Not more than six-tenths of the reserve required to be main- 
tained against time and savings deposits may consist of bonds or other obli- 
gations issued, or guaranteed as to principal and interest by the United States, 
and any such bonds or other obligations maintained in such reserve shall be 
free and unpledged. 

“Such reserves shall be kept in the vaults of the bank in lawful money, 
national bank notes, Federal Reserve notes, Federal Reserve bank notes, bills, 
notes, silver certificates. or any other kind of currency authorized by the 
United States; or shall be kept on deposit, payable on demand, with a Reserve 
bank approved as a Reserve bank as provided in section 1105.25 of the Re 
vised Code. Instead of being kept in such vaults or with such a reserve bank, 
any of such reserve may be deposited. subject to call, with the Federal Reserve 
bank in the district in which the depositing bank is located.” 


§ 1105.25. Deposits in Reserve banks 


“A bank may, by resolution of its board of directors, designate other banks, 
organized under the law of any State or under the national bank acts of the 
United States, as Reserve banks in which such part of its reserve not required 
to be kept by it may be deposited, subject to payment upon demand. A copy of 
such resolution shall upon its adoption be forthwith certified to the superintend- 
ent of banks, and the depositary so designated shall be subject to the approval 
of the superintendent. 

“No bank shall deposit, as a reserve or otherwise, in any other bank or 
national bank an amount in excess of fifty per cent of the capital stock and 
surplus of such depositary bank.” 

§ 1111.08. Meetings and procedure of banking advisory board 
~ * * * * * * 

“The board may, by a majority vote, adopt and amend such bylaws and rules 
as in its judgment are necessary and proper. It shall select one of its members 
as secretary, who shall keep a record of all its proceedings.” 





158 MEMBER BANK RESERVE REQUIREMENTS 


§ 1111.04. Powers of banking advisory board 
“The banking advisory board may: 
& * * * - - e 
“(D) Increase or decrease the amounts to be maintained as reserves against 
demand, time, and savings deposits above or below those required under section 
1105.24 of the Revised Code; * * *” 


§ 1105.02. Membership in Federal Reserve bank or Federal Deposit Insurance 
Corporation 


“Every bank may become a member bank under the ‘Federal Reserve Act’ upon 
the terms set forth in said act. Every bank which becomes such a member 
bank may do everything which the ‘Federal Reserve Act’ required of or grants 
to member banks which are organized under State laws; and compliance by 
banks with the reserve requirements of said act shall be accepted in lieu of 
compliance with the reserve requirements provided by section 1105.24 of the 
Revised Code * * *.” 


§ 1109.14. Provisions applicable 


“Societies incorporated under sections 1109.02. to 1109.15, inclusive, of the 
Revised Code, are subject to all sections of the Revised Code relating to * * * 
maintenance and depositing of reserves required of savings banks, * * *.” 


§ 1109.06. Loans and discount rates 


“Any society for savings or savings society may make loans in reliance for 
repayment on the character and earning capacity of the borrower, and in addi- 
tion to discounting interest at the rate allowed by law, required such borrower, 
as security for such loan, to make periodical deposits with the society during 
the period of the loan, with or without an allowance of interest on such deposits, 
and with or without additional security. Such society may purchase any obliga- 
tion payable in installments, with or without recourse on the holder from which 
it is purchased, and such transactions shall not be deeemd usurious. No 
reserve shall be required against deposits hypothecated to secure indebtedness 
of a depositor to the society, and such hypothecated deposits shall not be 
included in the whole amount of deposits referred to in section 1109.10 of the 
Revised Code. Loans made or obligations purchased under this section shall 
not be subject to the limitations as to maturity prescribed in section 1105.30 
of the Revised Code.” 


§ 1107.13. Reserve fund 

“A trust company shall keep the same reserve as is required of savings banks 
by section 1105.24 of the Revised Code, and shall be governed by the same law 
in all respects relating to such reserve, but is not required to keep a reserve on 
trust funds or property held in trust.” 


§ 1115.10. Speciai plan banks 

“* * * A special plan bank shall keep only the same reserve as is required 
of savings banks by section 1105.24 of the Revised Code, and no reserve shall 
be required against deposits hypothecated to secure indebtedness of the depositor 
to the bank. * * *” 


§ 1105.26. Effect of failure to maintain required reserve 


“When the reserve of a bank falls below the amount required by section 
1105.24 of the Revised Code, such bank shall not make new loans or discounts 
otherwise than by discounting or purchasing bills of exchange payable at sight 
or on demand, and shall not make dividends of its profits, until such required 
reserve is restored. The superintendent of banks shall require any bank whose 
reserve falls below such required amount to make good such reserve immedi- 
ately; and in case the bank fails for thirty days thereafter to make good its 
reserve, the superintendent may forthwith take possession of the property and 
business of such bank until its affairs are adjusted or finally liquidated.” 
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OKLAHOMA 


(Oklahoma Statutes Annotated, Title 6, With 1958 Cumulative Annual Pocket 
Part) 


$115. Reserves; restoration of reserves; failure to make good reserves as 
insolwency 
“Bvery bank doing business under the laws of this State shall have on hand 
at all times available fonds in the followihg sums, to wit: An amount equal to 
five (5) percent of all time deposits and fifteen (15%) percent of all demand 
deposits of said bank, unless the bank shall be an approved depository for the 
reserve of any other bank, in which event, an amount equal to five (5%) percent 
of their time deposits and eighteen (18%) percent of all demand deposits, 
which amount may consist of actual cash on hand and balances due to them 
from good solvent banks selected from time to time with the approval of the 
Bank Commissioner; said Bank Commissioner may, at his discretion, require 
up to, but not exceeding, one-third of said amounts to be in actual cash. When- 
ever the available funds in any bank shall be below the required amount, such 
bank shall not increase its loans or investments, otherwise than the discounting 
or purchasing of bills of exchange, payable at sight, hor make any dividends of 
its profits, until the required proportion between the aggregate ambunt of its 
deposits and its lawful money reserve has been 'réstored; and the Bank Oom- 
missioner shall notify any bank whose lawful money reserve shall be below 
the amount required to be kept on hand to make good such reserve and, if such 
bank or association shall fail to do so for a period of thirty (30) days after 
such notice, it may be deemed to be insolvent, and the Bank Commissioner may 
take possession of the same, and proceed in the manner herein provided relating 
to insolvent banks. The Bank Commissioner may refuse to consider, as a part 
of the legal réserve of any bank chartered under the laws of the State of 
Oklahoma, balances due it from any bahk acting as a reserve agent for said 
bank, which shall refuse to give said Bank Commissioner information in regard 
to its condition, and said Bank Commissioner may revoke his approval of any 
bank to act as a reserve agent for any bank doing businéss under this act upon 
refusal of such information. Provided, further, that in cases where officers, 
directors or stockholders of an approved depository bank own stock in other 
banks, coming under the provisions of this Act, then in such cases the Banking 
Board and Bank Commissioner shall have authority to limit the amount of funds 
that may be deposited by any sych bank with any such depository bank.” ; 
$110. Unlimited loans covered by guaranties, conmmitments or agreements of 
Federal Reserve Bank, the United States, its departments, etc., or cor- 
porations owned by United States 
“Every bank doing business under the laws of this State may make loans 
without regard to any limitation based ypop capital and surplus to the extent 
that such obligations are secured or coveted by guaranties, or by conimitments 
or agreements to take over or purchase, made by any Federal Reserve bank ot 
by the United States, or any department, bureau, board, commission, or estab- 
lishment of the United States, including any corporation wholly owned directly 
or indirectly by the United States: Provided, That such guaranties, agreements 
or commitments are uriconditional and must be pérformed by payment of cash or 
its equivalent within sixty (60) days after demand; provided, further, that 
nothing in this Section shall be deemed t6 authorize the inclusion of stich obliga- 
tions as any part of the reserves which any such banking institution ts required 
to maintain.” 


§ 134. Reserves 


“A compliance on the part of any such bank or trust company with the reserve 
requirements of the Federal Reserve Act shall bé held to be a full compliance 
with those provisions of the laws of this State which require Banks or ‘Trust 
Companies to carry or maintain reserve other than such as is required under 
the terms of the Federal Reserve Act.” 


§ 162d. InsoWwent, when bank deemed 

“A bank shall be deemed to be insolvent, * * * third, when it shall fail to 
make good its reserve as required by law.” 
§ 352. Subjection to bank laws; supervision; loans and investments 


“The commercial banking and savings department of a trust company estab- 
lished under the provisions of this act shall be subject to all laws of the State of 
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Oklahoma relating to State Banks and shall be under the supervision of the 
State Banking Board and the Bank Commissioner of the State of Oklahoma, 
and all loans or investments made of the funds in the commercial banking and 
savings department, including * * ** time deposits, of said trust company shall 
be made in conformity with the laws of the State of Oklahoma relating to State 
banks. * *** *” 

OREGON 


(5 Oregon Revised Statutes, Title 53, Including 1957 Replacement Parts) 


§ 708.115. Deposit of reserve funds in approved banks 

“ “No bank or trust company shall deposit any of its reserve funds in any other 
bank or trust company, except a Federal Reserve bank, unless such other bank or 
trust company has been approved as a Reserve bank by the Superintendent of 
Banks and by.a vote of.a majority of the directors of such bank or trust company.” 


§ 708.120. Reserve bank qualifications 

.““No bank or trust company shall be approved by the Superintendent of Banks 
as.a Reserve bank unless it has an unimpaired paid-up capital and surplus of not 
less than $150,000. Before receiving appointment from the Superintendent of 
Banks, as a Reserve bank, and at any time thereafter, such bank or trust com- 
pany shall furnish to him such information or statements as he may require, and 
shall agree to maintain the reserve prescribed by law at all times. The Super- 
intendent of Banks, in his discretion, may reject an application or cancel any 
such appointment.” 


§ 707.320. Membership in Federal Reserve System 
3 * - * = * iu * ae 
“(4) A compliance on the part of any such bank or trust company with the re- 
serve requirements of the Federal Reserve Act is a full compliance with those 
provisions of the laws of this State which require banks or trust companies to 
maintain cash balances in their vaults or with other banks, and no such bank or 
trust company shall be required to carry or maintain reserve other than such as 
is required under the terms of the Federal Reserve Act. * * *” 
$ 708.105. Deficiency in reserve; loans, discounts, investments and profit distri- 
. bution prohibited 
“Whenever the reserve of any bank or trust company falls below the amount 
required by law to be maintained, such bank shall not increase its loans and dis- 
counts other than the discounting or purchasing of bills of exchange payable at 
sight or on demand, nor make any investment of its funds or distribution of its 
profits until the reserve required by law is restored.” 


§ 711.405. When bank deemed insolwent 


“A State bank or trust company shall be deemed insolvent when either of the 
following conditions exist : 
~ “(1) When the sound value of its assets is insufficient to pay its liabilities, 
other than liability on account of capital debentures, capital borrowings or 
capital stock. In determining the value of its assets, bonds held by any bank 
or trust company shall be valued in accordance with regulations promulgated 
by the Superintendent of Banks. 
“(2) When it fails to make good its reserve, as required by the Bank Act.” 


$ 708.110. Deficiency in reserve; failure to make good ; insolvency proceedings _ 

“Whenever the reserve of any bank or trust company is found by the Superin- 
tendent of Banks to be less than the amount required by law, the Superintendent 
of Banks shall notify such bank or trust company to make good such reserve. If 
the bank or trust company fails for a period of 30 days to make good the reserve, 
the bank or trust company may be proceeded against as provided in the Bank Act 
for insolvency.” 


§$ 708.005. Application of ORS 708.005 to 708.060 


“ORS 708.005 to 708.060 apply to foreign banks doing a general banking busi- 
ness in this state and to banks and trust companies whose deposits are insured, 
in whole or in part, by the Government of the United States or any agency or 


1“The asterisks appearing in the above séction conform to the enrolled bill and indicate 
omitted provisions by the 1941 amendment,” 
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instrumentality of the United States by virtue of any Acts of Congress or amend- 
ments thereto. ORS 708.005 to 708.060 do not apply to banks and trust companies 
organized under the laws of this state whose deposit liabilities are not so insured.” 


$ 708.015. Demand and time deposits 

“Demand deposits of any bank or trust company mentioned in ORS 708.0065 shalt 
comprise all deposits payable upon demand. Time deposits shall comprise all 
savings accounts, time certificates of deposit, postal savings deposits and deposits 
with respect to which there is in force a written contract with the depositor that 
neither the whole nor any part of such deposit may be withdrawn by check,’ or 
otherwise, prior to the date of maturity.” 


§ 708.020. Reserve requirements; change by superintendent; Federat Reserve 
banks 

“(1) Any bank or trust company mentioned in ORS 708.005 shall have on hand 
at all times, in lawful money of the United States, or on deposit payable on de- 
mand in Reserve banks or trust companies, approved by the Superintendent of 
Banks, an amount equal to 15 percent of the total demand deposits, and five 
percent of the total time deposits. No such bank or trust company shall be re- 
quired to maintain any reserve on deposits of the United States or deposits of 
postal savings funds. Cash items shall not be considered as part of the reserve 
of any such bank or trust company, excepting unpresented checks on other solvent 
banks or trust companies in the same town or city received in the regular course 
of business and payable forthwith. 

“(2) Whenever the Superintendent of Banks, after consulting with and secur- 
ing the approval of the State Banking Board, ‘shall determine that the mainte- 
nance of sound banking practices or the prevention of injurious credit expansion 
or contraction makes such action advisable, he may by general regulations change 
from time to time the requirements as to reserves against demand or time de- 
posits, or both. Such change shall not be operative or effective until reasonable 
notice thereof has been given to all banks and trust companies doing business in 
this state which are not members of the Federal Reserve System. The reserves 
so specified to be maintained by any such change shall not be less than 80 percent 
of the amount of the reserves required by law to be maintained by such bank or 
trust company on February 23, 1935, nor more than twice such requirement. - 

“(3) If any bank or trust company mentioned in ORS 708.006. is or becomes 
a member of the Federal Reserve System, it shall comply with the reserve re- 
quirements of the Federal Reserve Act and its amendments. Its compliance 
therewith shall be in lieu of and shall relieve such bank or trust company from 
compliance with the provisions of this section relative to reserves.” 


§ 716.760. Investment of funds 


“‘(1) The directors of every savings bank shall, as soon as practicable, invest 
the moneys deposited with them in the securities prescribed in ORS 716.410 to 
716.530, except that for the purpose of paying withdrawals in excess of receipts, 
and meeting accruing expenses, or for the purpose of awaiting a more favorable 
opportunity for judicious investment, any such bank must keep on hand, or on, 
deposit in any bank or trust company organized under any law of this state, or of 
the United States, or in any foreign bank doing a general banking business 
in this state, approved by the Superintendent of Banks, subject to withdrawal 
upon demand, an available reserve fund of not less than five percent of the 
aggregate amount credited to its depositors but two-fifths of this reserve fund 
may be. invested in obligations of the United States or bonds of the. State of 
Oregon or any county, school district or other municipal corporation of this 
state, if such obligations or bonds mature within five years from the date of 
purchase. 

“(2) The sum deposited by any savings bank in any one bank or trust company 
shall not exceed 25 percent of the paid-up capital and surplus of the bank or 
trust company in which the deposit is made, and no more than five percent of 
the aggregate amount credited to the depositors of any savings bank shall be 
ee in a bank or trust company of which a director of such savings bank 
8s a director.” 


§ 724.150. Cash reserve 


“Corporations under this chapter shall at all times maintain a‘ cash reserve 
equal to five percent of its issued and outstanding investment certificates, exclu- 
sive of those hypothecated with the corporation issuing them.” 
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PENNSYLVANIA 


(Purdon's Pennsylvania Statutes Annotated, Title 7, With 1957 Cumulative 
Annual Pocket Part) 


§ 819-998. Reserve fund against deposits and demand liabilities 

“A. Rixcept as otherwise provided in this act, every bank, bank and trust com- 
pany, Or private bank shall establish and maintain a reserve fund in an amount 
to be fixed, from time to time, by the department with the approval of the Bank- 
ing Board: Provided, however, That such reserve fund shall not be required to 
be established and maintained in an amount exceeding fifteen per centum of the 
total of its demand deposits and demand liabilities, plus seven and one-half per 
centum of its total time deposits, as herein defined. 

“B. Except in the case of a savings bank, the term ‘demand deposits’ shall 
be construed to refer to all deposits, payment of which can legally be required 
on demand, or within any period less than thirty days after demand. 

term ‘demand liabilities’ shall be construed to refer to all obligations 
of the institution, other than deposits, payment of which can legally be required 
on demand. 

“Except in the case of a savings bank, the term ‘time deposits’ shall be con- 
strued to refer to all deposits, payment of which cannot legally be required 
within thirty days. 

“Ci. Except in the case of a savings bank, the total of such reserve fund may, 
and in the case of the reserve fund against demand deposits and demand liabili- 
ties, at least such amount thereof as may be fixed from time to time by the de 
partment, with the approval of the Banking Board, shall consist of gold bullion, 
gold coin, silver coin, United States gold or silver certificates, notes or bills issued 

any national banking association or Federal Reserve bank, or any other form 
pe currency of the United States, and be kept on hand at vd ne of business 
of the institution, unpledged, unassigned and unhypotheca 

“Such amount of such reserve fund as shall be fixed from time to time by the 

rtment, ‘with the approval of the Banking Board, may consist of bonds or 
cepa interest-bearing obligations of the United States, the Commonwealth of 
Pennsylvania, or any political subdivision thereof. Such bonds, while being car- 
ried in the reserve fund, shall be computed at their current market value. 
They shall be the absolute property of the institution and shall not be pledged, 
or hecated in any manner whatsoever. 

ny part Of such reserve fund not required to consist of gold bullion, gold 
coin, or any form of currency kept on hand at the place of business of the insti- 
tution, may consist of an actual net balance of moneys on deposit, subject to 
call without notice, in any reserve agent as hereinbefore defined. 

“PD. Eyery savings bank shall establish and maintain a reserve fund in an 
amoyat equal to at least seven and one-half per centum of the total of its 


‘E. In the case of savings banks, the total of such reserve fund may, and at 

t one-third thereof shall, consist of gold bullion, gald coin, silver coin, United 
tates ~~? or silver certificates, notes or bills, issued by any national beuking 
3 tiog or Federal Reserve bank, or any other form of curreneg of the 
it on hand at the place of business of the institutien, un- 
; ; and unhypothecated, or an actual net balance of moneys on 
ubject to call without notice, in any Reserve agent, as hereinbefore 
s or other obligations of the United States or of the Common- 
vanig : Provided, however, That the investment in such honds 

ons of the United States or of the Commonwealth of ‘Pennsyl- 

a nia a ball not at any time exceed one-sixth of the total of the required reserve 


“The balance of such reserve fund may consist of bonds or other interest-bear- 

ons of the United States, the Commonwealth of Pennsylvania, or any 

cal subdivision thereof. All bonds and other obligations, while being car- 

iad in th the reserve fund, shall be computed at their current market value. They 

1 the absolute property of the institution and shall not be pledged, as- 
ay or hypothecated in any manner whatsoever. 

“F. The reserve fund prescribed by this section may be increased or decreased 
by the department, with the approval of the Banking Board. However, the re- 
serve fund shall not at any time be required to be more than double the maxi- 
mum amount provided in clause A hereof, and in the case of savings banks, the 
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amount prescribed in clause D hereof, nor in the case of savings banks shall it 
be decreased to less than the amount prescribed by this section. In the case of 
a savings bank, the additional reserve fund provided for by this paragraph, may 
consist of bonds or other interest-bearing obligations of the United States or of 
the Commonwealth of Pennsylvania. 

“G. The department may, upon written application of a bank, a bank and 
trust company or a private bank, approve a lesser amount of cash reserve than 
that fixed pursuant to the provisions of this section, to be kept on hand at the 
place of business of such institution, but in all othgr respects any regulation 
issued pursuant to the provisions of this section by the department, with the 
approval of the Banking Board, fixing the amount of the reserve fund to be es- 
tablished and maintained or the component parts thereof, shall apply uniformly 
to all banks, bank and trust companies, private banks and savings banks, as the 
case may be. 

“H. Until six months after the cessation of hostilities in the present war, an 
institution shall not be required to maintain any reserve against deposits pay- 
able to the United States arising solely as the result of subscriptions made by 
or through such institution for the United States Government securities, issued 
under authority of the Second Liberty Bond Act, as amended.” 


§ 819-906. Deposits with other corporations or persons authorized to receive 
deposits ; reserve agents 


“A. Except as otherwise specifically provided in this act, any institution may 
deposit any of its funds in any other institution, national banking associaton, or 
any corporation or person authorized by law to receive deposits and if situated 
within the United States, subject to the supervision of the banking authorities 
of the United States of the State in which such corporation ar person transacts 
business, but an incorporated institution shall not deposit any of its funds in 
such other institution, national banking association, or corporation or person 
unless it has been designated as a depository by a majority of all the members 
of the board of directors or, of the board of trustees, as the case may be, of the 
depositing incorporated institution. 

“B. An institution shall not have on deposit at any one time with any other 
institution, national banking association, or other corporation or person an 
amount in excess of ten per centum of the unimpaired capital plus ten per cen- 
tum of the unimpaired surplus of the depositing institution, if a bank, a bank 
and trust company, or a trust company, or an amount in excess of ten per cen- 
tum of its unimpaired surplus if a savings bank, or an amount in excess of ten 
per centum of its net worth if a private bank, unless such other institution, na- 
tional banking association, or other corporation or person has been diily ap- 
proved for this purpose by the department. 

“C. A director of a bank, a bank and trust company, or a trust company, or a 
trustee of a savings bank, shall not have a vote in designating as a depository 
any institution, national banking association, or other corporation or person 
which he is an officer or director, or if the proposed depository is a private bank, 
of which he is one of the owners, or if it is an incorporated institution, a na- 
tional banking association, or any other corporation, of which he owns five per 
centum or more of the shares of its capital. , 

“D. A reserve agent of an institution, for the purposes of this act, shall be 
any institution, national banking association, or corporation or person desig- 
nated as a depository of such institution in the manner provided by this act, 
and approved by the department as a depository for any moneys of such institu- 
tion which are part of the reserve fund against deposits and demand liabilities, 
as defined herein, which is required by this act to be established and maintained 
by such institution.” 


§ 819-909. Deficiency in reserve fund; notice to department; penalty 


“A. Except as otherwise specifically provided in this act, if the reserve fund 
of an institution shall be less than the amount required by this article, such in- 
stitiition shall not grant any new loan, or declare or pay any dividends; until 
the reserve ftind required by this act shall have been restored in full. 

“B. Every insiitution shall give immediate written notice to the department, 
in the manner prescribed by the department for such notice, whenever its total 
reserve fund has been deficient for five consecutive business days or for a total 
of ten business days during any thirty-day period. 
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“C. Any institution which fails to give the notice required by this section 
shall pay to the department a penalty of fifty dollars for each day that it does 
not do so after the time fixed by this section for the giving of such notice, but 
the department may, in its discretion, relieve any institution from the payment 
of such penalty, in whole or in part, if good cause be shown to it for the failure 
of such institution to give such notice. If an institution fails to pay a penalty 
from which it has not been thus relieved, the department may, through the De- 
partment of Justice, maintain an action at law to recover it.” 


§ 819-910. Maintenance of reserve fund by Federal Reserve members 

“An institution which, upon the effective date of this act, is a member of 
a Federal Reserve bank, or an institution which, after the effective date of this 
act, shall become a member of a Federal Reserve bank, in the manner provided 
by this act, shall comply with the requirements of the Federal Reserve Act, 
its amendments and supplements, for the establishment and maintenance of a 
reserve fund. Compliance therewith and with the regulations of the Federal 
Reserve Board by such institution shall relieve such institution from com- 
pliance with the requirements established by this act for the creation and 
maintenance of a reserve fund, but it shall, in accordance with the provisions 
of this act concerning notice after a deficiency in reserves, give written notice 
to the department whenever its total reserve fund has, for a period of five 
consecutive business days or for a total of ten business days during any thirty- 
day period, been below the minimum required by the Federal Reserve Act, its 
amendments and supplements, and shall be subject to the penalty for failure to 
give such notice provided by this act.” 
§ 819-701. Declaration and payment of cash and share dividends 

“A. Except as otherwise provided in this act, and subject to any restrictions 
contained in the articles of incorporation, any bank, any bank and trust com- 
pany, or any trust company, by its board of directors, may declare and pay 
dividends upon its outstanding shares, out of its undivided profits, as herein- 
after provided, from time to time and to such extent as the board of directors 
may deem advisable. A dividend shall not be declared or paid, unless, at the 
opening of business upon the day such dividend is declared, the reserve fund, 
required by this act, and the capital and surplus of the bank, the bank and 
trust company, or the trust company would despite such dividend be unim- 


paired. * * *” 
Ruope ISLAND 


(4 General Laws of Rhode Island, 1956, Title 19, with 1958 Pocket Supplement) 


§ 19-7-1. Reserve against deposits other than savings or participation main- 
tained by banks not federally affiliated 

“Every bank and every trust company within this State, other than a bank 
or trust cempany which is a member of the Federal Reserve System, shall 
maintain a reserve fund of fifteen percent (15%) of its aggregate deposits, 
other than deposits in the savings or participation department of such bank or 
trust company, which shall consist wholly of cash in hand or balances with 
reserve agents as hereinafter set forth. Of this reserve fund not less than two- 
fifths shall consist of gold and silver coin, gold certificates, the demand obliga- 
tions of the United States, silver certificates, and/or notes and bills issued by 
any federal reserve bank, and be held by such bank or trust company in its 
vaults, and the remainder of such reserve fund may consist of balance subject 
to demand draft with reserve agents, as defined in this chapter.” 


§ 19-7-5. Guaranty funds of savings banks 
“Every savings bank shall on the first day of February, in each year, reserve 
as a guaranty fund, from the net profits which have accumulated during the 
twelve (12) months last preceding, not less than one-eighth (4%) nor more 
than one-fourth of one percent (144%) of the whole amount of deposits, until 
such fund amounts to five percent (5%) of the whole amount of deposits, which 
fund shall be thereafter maintained and held to meet losses in its business from 
depreciation of its securities, or otherwise.” 
§ 19-7-4. Reserve against deposits in savings or participation department 
“Every bank and every trust company within this State, whether or not a 


member of the Federal Reserve System, shall maintain against the deposits 
in the savings or participation department of such bank or trust company a 





“a 





~~ 
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reserve fund of the amount and in the manner required to be maintained by 
savings banks under the provisions of § 19-7-5, and shall also be subject to the 
regulations and liabilities with regard thereto.” 


§ 19-7-6. Authorized reserve agents 


“Reserve agents, within the meaning of this chapter, shall only include banks, 
national banking associations, or trust companies in, and members of the clear- 
ing house association of, the city of Providence, and national banking associa- 
tions, Federal Reserve banks, and banks or trust companies incorporated by the 
State in which they are located, which are located in the cities of New York, 
Boston, Philadelphia, Chicago, and Albany, and which are approved by the 
director of business regulation, and which are members of the Federal Reserve 
System, or which maintain the reserve required by the Federal Reserve Act 
in the manner provided by said act for the cities named; Provided, however, 
That any bank, national banking association, or trust company located and 
doing business in the city of Providence, and a member of the clearing house 
association in said city, and which maintains a reserve of the amount and in 
the manner required by §§ 19-7-1 to 19-7—4, inclusive, to be maintained by 
banks and trust companies, may be a reserve agent for all banks and trust 
companies located and doing business in any city or town in this state other 
than the city of Providence.” 

§ 19-7-). Reserve requirements of Federal Reserve System 

“Every bank and every trust company within this State which is a member 

of the Federal Reserve System shall maintain such reserves as are required by 


the provisions with respect to reserve funds and reserve balances contained in 
the Federal Reserve Act, so-called, as from time to time amended, and in the 


' rules, regulations, orders and rulings from time to time in force of the Boaru 


of Governors of the Federal Reserve System. 


§ 19-7-2. Failure to maintain required reserve 


“Whenever the reserve fund of any such bank or trust company shall be 
below said fifteen percent (15%) such bank or trust company shall not make 
any loan or discounts, otherwise than by discounting or purchasing bilis, of 
exchange payable at sight, or make any dividends of its profits, until its reserve 
fund is restored to the required fifteen percent (15%). The director of business 
regulation shall notify any such bank or trust company whose reserve fund is 
below said fifteen percent (15%), and if such bank or trust company shall fail, 
for thirty (30) days thereafter, to make good such reserve fund, the director of 
business regulation, with the consent in writing of at least one (1) other member 
of the board of bank incorporation, may apply for the appointment of a receiver 
to wind up its business.” 

SoutH CaRoLINA 


1 Code of Laws of South Carolina, 1952, Title 8 
(With 1958 Cumulative Supplement) 


§ 8-51. Definition applicable to title 


“The State Board of Bank Control is sometimes hereinafter referred to in this 
title as ‘the Board.’ 

“Except when otherwise specifically provided the term ‘bank’ as used in this 
title shall be construed to include cash depositories and all institutions doing 
any kind of banking business and the term ‘building and loan association’ as 
used in this title shall be construed to include all institutions doing any kind of 
building and loan business.” 


§ 8-154. Earnings set aside for surplus; reserve against deposit 


“Every bank or banking institution shall set aside to its surplus account not 
less than one-tenth of its annual net earnings each year until its surplus shall 
be equal to at least twenty-five percent of its capital stock. It shall also retain 
and maintain at all times, either in cash or as cash in banks, three percent of its 
time deposits and seven percent of its checking deposits: Cash items of longer 
standing than ten days may not constitute a part of such reserve to be so set 
aa The State Board of Bank Control shall enforce the provisions of this 
section.” 
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SoutH DAKOTA 
(1 South Dakota Code, 1939, Title 6, Through 1957 Session Laws) 


$ 6.0412 Deposits: defintion; similar transcations included 


“The word ‘deposit’ or ‘deposits’ shall be construed to include ‘deposits sub- 
ject to check’, ‘dividends unpaid’, ‘savings deposits’, ‘special deposits’, ‘trust 
deposist’, ‘certified checks’, ‘cashier’s checks’, ‘due to other banks’ except ‘over- 
drafts on correspondents’, ‘demand certificates of deposit’, ‘time certificates of 
deposit’, and ‘collections made but not remitted’; and when any bank has 
borrowed money on its bills payable, pursuant to a contract which grants per- 
mission to the loaning bank to appropriate and to apply any credit balance 
which the books of the loaning bank show to be due or owing to the borrowing 
bank, to be credited on such bills payable without regard to the date of maturity 
thereof, the money received on such bills payable by such borrowing banks shall 
be deemed ‘deposits.’ ” 


§ 6.0427 Reserve required: amount specified ; part invested in securities ; limita- 
tions ; cash items deducted; certain business prohibited when reserve de- 
ficient ; superintendent enforces reserve requirements 


“Every bank shall keep on hand at all times at least sevetiteen and one-half 
percent of its total deposits; such portions of which, as the board of directors 
may determine, may be on deposit in banks approved by the Superintendent as 
Reserve banks; provided that there shall not be included in such total any 
portion of the deposits of the United States or any department thereof, or of the 
State, any county, or municipality, which are secured by assets lawfully pledged 
by the bank for that purpose. Provided further, That sixty per cent of such 
required reserve may be invested in the following securities, to wit: United 
States bonds, United States certificates of indebtedness, United States Treasury 
certificates, or any other evidence of indebtedness or obligation of the United 
States Government owned by the bank and not hypothecated, and may show 
the same in its published report as part of ‘Cash on hand and due from banks and 
United States securities.’ Cash items shall not be included as a part of the 
reserve of any bank, and any overdraft on correspondents which may exist shall 
be deducted from the total amount of ‘Cash and due from banks and United 
States securities’ before the reserve percentage shall be computed. 

“Whenever the reserve of any bank shall fall below the legal amount re- 
quired, such bank shall not increase its loans or discounts otherwise than by 
discontinuing or purchasing bills of exchange payable at sight or on demand. 

“‘The Superintendent shall notify any banks whose reserve may be below 
the legal amount to make good such reserve; and in case the bank fails within 
thirty days thereafter to make good such deficiency, the Superintendent may 
take charge of and liquidate the affairs of such bank.” 


: TENNESSEE . 
(8 Tennessee Code Annotated, Title 45, With 1958 Cumulative Supplement) 


$ 45-223. Reserve of cash and demand balances due from banks shall not fall 
below ten per cent of deposits 
“No bank, firm, person, or corporation doing a banking business shall reduce, 
or be allowed to reduce the cash of the bank on hand below ten per cent (10%) 
of demand deposits; and three per cent (3%) of all tithe and saving deposits; 
provided, that said reserve may consist of the balance due by banks and bankers 
to said bank when payable on demand.” 
§ 45-224. When money reserve falls below minimum, no loans or dividends shall 
be made till reserve is restored 
“Whenever the money reserve shall fall below the amount above required, 
Such bank shall not increase its liabilities by making any new loans or dis- 
counts, otherwise than by discounting or purchasing bills of exchange payable 
at sight; nor make any dividends of its profits until the required reserve has 
been restored.” 


§ 45-225. Superintendent shall require money reserve to be restored, and, for 
failure, may take charge 

“The superintendent of banks shall require any bank or banker whose money 

reserve shall fall below the amount required by this chapter to restore and 
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make good the same within thirty (30) days after such notice by the super- 
intendent, and upon failure so to do, the superintendent may take charge of 
any such bank or banker and proceed as provided in §§ 45-901—45-906.” 


§ 45-3804. Required to maintain specified cash reserve 


“A compliance on the part of any such bank or trust company with the re 
serve requirements of the Federal Reserve Act shall be held to be a full com- 
pliance with those provisions of the laws of this state which require banks 
or trust companies to maintain cash balances in their vaults or with other 
banks, and no such bank or trust company shall be required to carry or main- 
tain reserve other than such as is required under the terms of the Federal 
Reserve Act.” 

Texas 


1 Vernon’s Texas Civil Statutes, Annotated, Title 16 (With 1958 Cumulative 
Annual Pocket Part) 


§ 342-606. Cash reserve; reserve depositaries; amount carried 

“Every state bank having a capital stock of less than Twenty-five Thousand 
Dollars ($25,000) capital shall at all times maintain a cash reserve of not less 
than twenty percent (20%) of the aggregate amount of its demand deposits 
and five percent (5%) of all other deposits, and every state bank having a 
capital of Twenty-five Thousand Dollars ($25,000) or more shall maintain a 
cash reserve of not less than fifteen percent (15%) of its aggregate demand 
deposits and five percent (5%) of all other deposits, provided that any member 
of the Federal Reserve System which maintains the reserves required by that 
System shall not be deemed to have violated the provisions of this article. 
Such cash reserve shall be kept in the vaults of the bank or on deposit with 
Federal Reserve banks or banks incorporated by any State or the United States 
with not less than Fifty Thousand Dollars ($50,000) capital approved as re- 
serve depositaries by the Commissioner. No State bank shall deposit an amount 
in excess of twenty percent (20%) of its capital, certified surplus and deposits 
in any one reserve depositary.” 

UTaH 


(1 Utah code annotated, 1953, with 1957 pocket supplement) 


§ 7-8-3383. Cash reserve required ; commercial banks. 

“Every commercial bank shall at all times carry in cash or its equivalent a 
money reserve in an amount equal to fifteen percent of the aggregate of its 
deposits and demand liabilities; Provided, That in cities having a population 
of 50,000 or more a money reserve of not less than twenty percent shall be main- 
tained. Not less than one-eight of such money reserve shall consist of lawful 
money of the United States on hand and the remainder may be in credits in 
solvent banks other than savings banks.” 

§ 7-38-34. Cash reserves required ; savings banks 

“Every savings bank shall at all times carry in cash or its equivalent a money 
reserve in an amount equal to five percent of its deposit liabilities, of which at 
least one-fourth must be in lawful money of the United States, and the remainder 
may be in credits in solvent banks other than savings banks.” 


$ 7-8-3835. Cash reserves required; banks having both commercial and savings 
departments 
“Every bank having both commercial and savings departments shall main- 
pcan a money reserve for each department as provided in the two preceding 
sections.” 


§ 7-38-36. Right to change requirements as to reserve 


“Whenever the State bank commissioner, after consulting with the state 
depository board, and with the approval of said board, shall determine that the 
maintenance of sound banking practices or the prevention of injurious credit 
expansion or contraction makes such action advisable, he may by general 
regulations, change from time to time the requirements as to reserves against 
demand or time deposits or both in banking institutions doing business in this 
state which are not members of the Federal Reserve System. The reserves 
so specified shall be not less than those required by sections 7-3-33, 7-3-34 and 
7-83-35, tor more than twice those so required.” 
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.§ 7-8-37. Failure to maintain reserve 


“If the money reserve of any bank shall fall below the amount required by 
law, such bank shall not increase its loans or investments until its money 
reserve has been restored, but may discount bills of exchange payable at sight. 
The bank commissioner shall notify any bank whose money reserve shall be 
below the amount required to make good such reserve, and, if it shall fail for 
thirty days thereafter to make good such reserve, such bank may be deemed 
insolvent and may be proceeded against under the provisions of this title.” 


§ 7-3-38. Reserve requirements of members of Federal Reserve System 


“Any bank which shall become a member of the Federal Reserve System shall 
comply with the reserve requirements of the Federal Reserve Act and its 
amendments, and the compliance of such bank therewith shia! be in lieu of and 
shall relieve such bank from compliance with the provisions oi the laws of this 
State relating to the maintenance of reserves.” 


§ 7-8-6. Reserve required 


“Every such corporation shall at all times maintain and have on hand a 
reserve in an amount equal to five percent of its liabilities on outstanding 
certificates.” 

VERMONT 


(2 Vermont Statutes Annotated, 1958, Title 8) 


§ 451. Definitions 

“The words hereinafter quoted, as used in this chapter, shall be construed 
as follows: 

“*Bank’ shall refer to and include savings banks, savings institutions and 
savings banks and trust companies, commonly known as trust companies ; ‘savings 
bank’ shall refer to and include savings banks and savings institutions having 
no capital stock ; ‘trust company’ shall refer to and include any bank incorporated 
under the laws of this state, having a capital stock; ‘trustee’ shall apply to 
and include director ; and ‘treasurer’ shall apply to and include cashier or other 
officer having like duties.” 


§ 981. Deposit reserves 


“Every bank shall carry at all times as a reserve fifteen percent of its com- 
mercial deposits and three percent of its savings deposits, and new loans shall 
not be made when a bank’s reserve is not in accord with the requirements of 
sections 981 and 982 of this title. No deposit payable to the United States by 
any bank arising solely as a result of subscriptions made by or through such 
bank for United States Government securities issued under authority of the 
Second Liberty Bond Act, as amended, shall be subject to the reserve require- 
ments of this section.” 


§ 982. Cash reserves 


“Not less than two-fifths of such reserve shall be in cash on hand or in bal- 
ances payable on demand in banks and national banking associations in which 
banks of this State are authorized by law to make deposits, or in direct #bliga- 
tions of the United States, maturing in one year or less. However, at least one- 
half of such balances shall be in a bank not occupying the same banking room. 
Three-fifths of such reserve may be in the direct obligations of the United States 
or in obligations, the principal and interest of which are guaranteed by the 
United States. However, one-third of such three-fifths may be in obligations of 
the State of Vermont. With the written approval of the banking advisory board, 
the commissioner may increase the reserves required in sections 981 and 982 
of this title to an amount not to exceed thirty percent on demand deposits and 
eight percent on time deposits. With the written approval of he banking ad- 
visory board, the commissioner may decrease the reserves required by sections 
981 and 982 of this title in an amount not to be lower than nine percent on 
demand deposit and two percent on savings deposits. In the event that the 
prenmnient ioner acts to increase such reserves, no part of such increase must be 


§ 554. Reserve requirements of member banks 


“A compliance on the part of any such bank or trust company with the 
reserve requirements of the Federal Reserve Act shall be held -to. be a full com- 
pliance with those provisions of the laws of this State which require banks or 
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trust companies to maintain cash balances in their vaults or with other banks, 
and no such bank or trust company shall be required to carry or maintain reserve 
other than such as is required under the terms of the Federal Reserve Act.” 


VIRGINIA 
(1 Code of Virginia, 1950, Title 6, With 1958 Cumulative Supplement) 


§ 6.6. Meaning of “bank” in this chapter 

“The word ‘bank’, wherever it shall appear in this chapter shall include banks 
of deposit and discount, savings banks, savings societies, savings institutions 
and trust companies now chartered, or which may hereafter be chartered, and 
any other corporations now chartered to receive deposits or to do any banking 
business or trust business, and all persons, firms and associations receiving de 
posits, or doing any banking business or trust business.” 


§ 6-7. Banks subject to the provisions of this chapter 

“The provisions of this chapter shall apply to and govern all chartered banks, 
including banks of deposit and discount, savings institutions, saving societies 
and trust companies, and any other person, firm or association receiving de- 
posits or doing a banking business or trust business and any other corporation 
authorized to receive deposits or to do any branch of the banking business or 
trust business except banks organized under the banking laws of the United 
States. Such last-mentioned banks are, however, expressly included within the 
provisions of this chapter, touching the course and conduct of the banking busi- 
ness or trust business and in so far generally as this State has the right to enact 
legislation in regard to such banks.” 


§ 6-52. Use of deposits and other funds ; reserves 


“Every bank shall have power to use money it may receive on deposit, and its 
other funds, in the manner prescribed in §§ 6-23 and 6-51. But every such bank 
shall at all times maintain a reserve of at least ten per centum of its demand 
deposits and of at least three per centum of its time deposits. Such reserve shall 
consist of actual cash on hand and balances payable on demand, due from other 
approved solvent banks. The term ‘demand deposits’ shall mean all deposits 
the payment of which can be legally required under thirty days. The term ‘time 
deposit’ shall mean all deposits the payment of which cannot be legally required 
in less than thirty days and represented by a certificate of deposit which so 
states or by a passbook issued to the customer in which the notice required for 
withdrawal is printed, written or stamped in such passbook : Provided, however, 
That when any bank has become a member of the Federal Reserve Bank System 
it shall be required to comply with the reserve requirements of the Federal Re- 
serve Act.” 

Industrial loan associations.—The laws on this subject do not impose a re- 
serve requirement. 

WASHINGTON 


(3 Revised Code of Washington, Title 30, With 1957 Replacement Parts) 


§ 30.04.090. Minimum available funds required ; exception 


“Every bank and trust company shall have on hand at all times in available 
funds, not less than six percent of its savings account deposits and not less than 
fifteen percent of all of its other deposits and one hundred percent of its unin- 
vested trust funds; such sums may consist of balances due it from such banks 
or trust companies as the supervisor may approve, and actual cash or checks 
on solvent banks located in the same city. This section shall not apply to a 
corporation which is a member of the Federal Reserve banking system and duly 
complies with all of the reserve and other requirements of that system.” 


§ 30.04.250. Deposits in other banks 

“A bank or trust company shall not deposit any of its funds in another bank 
or trust company, except a Federal Reserve bank, unless such other bank or 
trust company shall have been appointed a depositary for its funds by vote of 
a majority of the directors of the depositing bank.” 


§ 30.04.040. Review of rules and regulations ; appeal 


“Any bank or trust company may, within thirty days after a rule or regu- 
lation has been served upon it, apply to the superior court of Thurston county 
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for a writ of review to test its reasonableness or lawfulness. In every such 
hearing the burden shall be upon the corporation to establish the rule or regu- 
lation to be unreasonable or unlawful. Appeal may be taken to the supreme 
court as in other sections. * * *” 


§ 30.82.010. Membership in Federal Reserve System; investment in stock of Fee- 
eral Deposit Insurance Corporation 

“Any bank, trust company or mutual savings bank may become a member of 
the Federal Reserve System of the United States and to that end may comply 
with all laws of the United States and all rules, regulations and requirements 
promulgated pursuant thereto, including the investment of its funds in the 
stock of a Federal Reserve bank; and any bank, trust company or mutual sav- 
ings bank, whether a member of the Federal Reserve System or not, may invest 
its funds in the stock of the Federal Deposit Insurance Corporation created by 
the act of Congress approved June 16, 1933, and may participate in the insurance 
of bank deposits and obligate itself for the cost of such participation by assess- 
ments or otherwise in accordance with the laws of the United States.” 


§ 30.32.040. Federal home loan bank as depositary 
“Any such bank, trust company, insurance company or association, may desig- 
nate a Federal home loan bank as a depositary for its funds.” 


§ 30.04.100. Loans restricted by available funds 


“No loan shall be made by a bank or trust company unless it has on hand 
more than the minimum of available funds required by law, and no loan shall 
be made if thereby its available funds be reduced to less than such minimum. 
During a period in which a savings bank is requiring notice of intention to 
withdraw deposits, it shall not make any loan or investment to which it is 
not irrevocably committed.” 


§ 30.04.110. Limit of loans to one person; exceptions 


“The total liability to any bank or trust company of any person for money 
borrowed, including in the liabilities of a firm or association the liabilities of 
the several members thereof, shall not at any time exceed ten percent of the 
capital and surplus of such bank or trust company; but the discount of bills 
of exchange drawn in good faith against actually existing values and the dis- 
count of commercial or business paper of solvent parties, actually owned by 
the person negotiating the same, shall not be considered as money borrowed 
by him: Provided, That loans secured by collateral security having an ascer- 
tained market value of at least fifteen percent more than the amount of the 
loans secured, shall not be limited by this. section. . 

“Loans or obligations shall not be subject under this section to any limitation 
based upon such capital and surplus to the extent that they are secured or 
covered by guaranties, or by commitments or agreements to take over or to 
purchase the same, made by any Federal Reserve bank or by the United States 
or any department, bureau, board, commission or establishment of the United 
States, including any corporation wholly owned directly or indirectly by the 
United States.” 

West VIRGINIA 


(2 West Virginia Code of 1955, Annotated, With 1958 Cumulative Supplement) 
CHAPTER 31. CORPORATIONS 


§ $198. Reserve fund of banking institutions 


“Each banking institution operating under the provisions of this chapter 
shall at all.times maintain on hand as a reserve, in lawfii] money of the United 
States of America, an amount equal to at least ten percent of the aggregnte 
of all of its deposits which are subject to withdrawal on demand and five 
percent of its time deposits; and whenever such reserve shall fall below said 
percent of such deposits, it shall not increase its liabilities by making any new 
loan until the required proportion between the aggregate amount of such de 
posits and its reserve fund shall be restored. For the purpose of computing 
reserve, all deposits requiring notice of thirty days or more for withdrawal and 
time certificates of deposit, trust funds and Christmas savings, shall be deemed 
time deposits, and all checking accounts, certified checks, cashier’s checks, de- 
mand certificates of deposit and balances due other banks shall be deemed 
demand deposits: Provided, that in lieu of lawful money on hand, four-fifths 
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of such reserve may consist of balances payable on demand from any national 
or state bank doing business in this State, or solyent banking institutions in 
other states: Provided further, That a compliance on the part of any such 
banking institution which is a member of the Federal Reserve System, with 
the reserve requirements of the Federal Reserve Act, shall be held to be a full 
compliance with the provisions hereof, which require banking institutions to 
maintain cash balances in their vaults or with other banks. No such member 
bank shall be required to carry or maintain a reserve other than such as is 
required under the terms of the Federal Reserve Act.” 


§ 3172. Cash reserve 

“Every industrial loan company, under the provisions of this article, shall at 
all times maintain a cash reserve equal to five percent of its issued and out- 
standing evidences or certificates of indebtedness.” 

Norre.—The 1951 amendment deleted the words “and classes of stock, other 
than its voting and controlling stock, exclusive of those hypothecated with the 
eorporation issumg them” formerly appearing at the end of the section. 


WISCONSIN 


(1 Wisconsin Statutes, 1957, Title XVII, With 1958 Changes) 


§ 221.27. Cash reserve 


“Every bank shall keep on hand at all times at least 12 percent of its total 
deposits, of which such portion as the board of directors may determine, may 
be on deposit in banks approved by the commissioner of banks as reserve banks ; 
except in the cases of banks which shall be approved by the commissioner as 
reserve banks, which banks shall at all times keep on hand at least 20 percent 
of their total deposits in lawful money or on deposit in banks subject to the 
approval of the commissioner, as reserve banks. Cash items shall not be con- 
sidered as a part of the reserve of any bank. United States Government bonds, 
home owner loan corporation bonds or Federal farm mortgage corporation bonds 
owned by any such bank to an amount not exceeding one-third of the required 
reserve, may be considered as a part of such required reserve; Provided, That 
any bank or trust company incorporated under the laws of this state which is or 
hereafter may become a member of the Federal Reserve Bank System of the 
United States of America shall be required to carry during the period of such 
membership only such cash reserve funds as.may be required from time to time 
~ be maintained by national*bank members of said Federal Reserve Bank 

ystem.” 


§ 221.28. Reserve to be kept up 


“Whenever the reserve of any bank shall fall below the amount required 
herein to be kept, such bank shall not increase its loans or discounts otherwise 
than by discounting or purchasing bills of exchange payable at sight or on de- 
mand, and the commissioner of banks shall notify any bank whose reserve may 
be below the amount herein required, to make good such reserve, and in case the 
benk fails, for 30 days. thereafter to make good such reserve, the commissioner 
May notify the attorney general and he shall institute procéedings for the ap- 
pointment of a receiver and to wind up the business of the bank.” 


§ 222.16. Income, how divided, guaranty fund 


“The income or profits of every. mutual savings bank after deduction of all 
reasonable expenses and reserves incurred in the management thereof, and the 
amounts reserved for a guaranty fund, shall be divided among the depositors or 
their legal representatives semiannually at the times fixed by its by-laws. Every 
such mutual savings bank shall, before making any semiannual disbursement of 
earnings, reserve as a guaranty fund from the net profits which have accumu- 
lated during the 6 months then next preceding, a sum equal to not less than 12% 
percent of the net earnings, until such guaranty fund amounts to 10 percent of 
the average amount of deposits for the preceding 3 years. If a lesser amount 
will make the guaranty fund equal to 10 percent of the average amount of 
deposits for the 3 preceding years, such sums shall be allocated to the guaranty 


ple af will maintain said guaranty fund in an amount equivalent to 10 
recent.” 
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§ 222.20. Deposit to be kept on hand 

“Byvery such mutual savings bank shall keep on hand or on deposit in banks 
approved by the commissioner of banks as reserve banks, at least 5 percent of 
its total deposit.” 


§ 223.01. Trust company banks, capital 

“Trust company banks may be organized pursuant to the provisions of chapter 
221, entitled ‘State Banks,’ and shall be subject to all the provisions, require- 
ments, and liabilities of chapters 220 and 221, so far as applicable, except sec- 
tions 221.29 and 221.32, and except as otherwise hereinafter provided. The capi- 
tal stock of any such corporation shall be fixed and limited by the articles of as- 
sociation, and must be at least $100,000, and not to exceed $5,000,000, except that 
in cities of less than 100,000 inhabitants it may be less than $100,000, but it shall 
not be less than $50,000.” 


§ 223.04. Reserve fund 
“Every such corporation shall, at all times, maintain the same cash reserve ax 
provided for state banks under section 221.27.” 


WYOMING 


(3 Wyoming Compiled Statutes Annotated, 1945, With 1957 Cumulative Pocket 
Supplement) 


CHAPTER 35. BANKS AND BANKING 


§ 35-106. State bank defined 

“Every bank, banker or corporation in this State doing a banking business 
under the provisions of this Act [§§ 35-101—35-609], shall be known as a State 
bank ; and any and all reference herein made in this Act to State banks shall apply 
to every individual, firm or corporation doing a banking business under the pro- 
visions of this Act. Any bank or banking association heretofore incorporated in- 
Wyoming and now existing and doing a banking business in any city, town, village 
or hamlet of this State, whether the same is an incorporated town or not, is hereby 
declared to be a State bank, subject to all the requirements and having the powers 
banks organized in accordance with’ the provisions of this Act ‘or amendments 

ereto.” 


§ 85-144. Powers of State banks 

“Every bank association authorized te carry on ‘the business of banking under 
the provisions of this Act [§§ 35-101—35-609], shall be by its corporate name 
competent to contract, prosecute and defend suits and actions of every description 
as fully as natural persons; and process against such company may be served 
upon its president or cashier, or by leaving a copy thereof at its usual place of 
business during usual business hours. Said banking association shall have 
power to loan money ‘on real and personal securities, buy, sell and discount bills 


of exchange, notes and all other written evidence of debt,.except as herein other-: 


wise provided; receive notes, buy and sell gold and silver coin and bullion, col- 
lect and pay over money and transact all other business appertaining to banking, 
Subject, however,:to the provisions and restrictions contained:in this Act. Such 
association (every State banking association) shall, at all times, maintain a re- 
serve fund of at least twenty [20] per centum of its liabilities to depositors, 
which reserve shall be represented by cash in the vaults or safes of the associa- 
tion, or on deposit subject to call, with national or State banks approved by the 
State examiner as reserve agents; Provided, That no bank or trust company shall 
be required to maintain reserves on deposits of the United States, the State of 
Wyoming or its political subdivisions or deposits of postal savings funds, when 
such deposits are secured by lawful negotiable securities which are assets of such 
bank or trust company, Provided, further, That any State bank that is a member 
of the Federal Reserve System shall be required to keep only such reserve us is 
required by the Federal Reserve Act for national banks.” (Parenthetical ma- 
terial supplied.) 


§ 85-134. Loans not part of reserves 

“Nothing in this Act [§§ 35-188—385-135] shall be deemed to authorize the 
inclusion of such obligations as any part of the reserves which any such banking 
institutions is required to maintain.” 

Nore.—Section 35-133 places limitations upon loans to a single borrower or 
upon a single obligation and excepts loans guaranteed by the United States. 
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In reference thereto Section 35-134 provides: “Nothing in this Act [§§ 35-133— 
85-1385] shall be deemed to authorize the inclusion of such obligations as any 
part of the reserves which any such banking institution is required to maintain.” 


§ 35-145. Depleted reserve 


“Whenever the reserve of any bank shall fall below the amount herein required 
to be maintained, such bank shall not increasé its loans and discounts, other than 
the discounting or purchasing of bills of exchange payable at sight or on demand, 
nor make any investments of its funds or dividend of its profits, until the required 
reserve is restored. And the State Examiner shall notify any bank whose 
reserve may be below the amount herein required to make good such reserve; 
and in case such bank fails for thirty [80] days to make good such reserve, such 
bank shall be deemed insolvent and may be proceeded against as provided in this 
Act.” 


§ 35-131. Bank or trust company may operate savings department; Percentage 
of reserves 


“Any bank or trust company organized under the laws of this State may 
operate a savings department in connection therewith: Provided, That every 
bank or trust company which maintains a savings department or solicits or re- 
ceives deposits as savings must retain 10 percent of such deposits as cash reserve 
on hand in said bank or trust company, or due from reserve agents approved 
by the State Examiner.” 


§ 35-301. Loan and trust companies 


“Loan and trust companies may be organized under the provisions of this 
Act [§§ 35-101—35-609] in the same manner as banking associations for the 
purpose of transacting a loan and trust business with the general public and 
may exercise all the rights conferred upon other corporations by the general 
laws: Provided, however, That any trust company, loan and trust company, or 
other corporation, (except National Banks) accepting general deposits and 
doing a general banking business, shall be governed by all the provisions of this 
Act [§§ 35-101—35--609] relative to the organization, powers, duties and responsi- 
bilities imposed upon State Banks.” 


§ 35-408. Powers; duties 


“Upon complying with the provisions of this Act [§§ 35-101—35-609] for the 
organization of trust company banks and upon the issuance of the certificate of 
the State Examiner provided in Section 3 [§ 35-108] of this Act, the trust com- 
pany shall become from the date of such certificate, a body corporate, and as 
such in the name designated in the organization certificate, it shall have power: 

. + * + * * oa 


“Thirteenth. Such corporations may loan not to exceed 80 percent of its 
deposits in the bonds of this State, or in the bonds of the United States, or in 
the bonds of any city, county, town, irrigation or drainage district bonds, or 
school district bonds in the State legally authorized to issue said bonds, or loan 
the same upon notes or bonds secured by collateral security or by mortgage or 
trust deed upon unincumbered real estate or chattels worth at least double the 
amount loaned and from the remainder of said deposits temporary deposits may 
be made in any national banks, or in any of the banks of this State, which may 
be incorporated under the general banking laws; or they may keep the whole 
or any part of the said remainder to meet the current payments of such banks, 
and which may be kept by them on deposits, interest or otherwise, or in such 
suitable form as the directors may direct. Each trust company bank shall at 
all times hold either in its own keeping or on deposit (subject to call) with 
some national bank, or with other banks organized under general laws, at least 
ten [10] percent of the savings deposit of such bank, and no part of the capital 
deposits, investments or loans shall be divided among the shareholders until all 
the depositors shall be paid in full, and the stock of any trust company bank 
shall not be taken as collateral security for any loan made by the bank issuing 
the stock. * * *” 


§ 35-305. Investment of capital and other money 


“* * * Such association (every State loan and trust company) shall at all 
times, maintain a reserve fund of at least twenty [20] percent of its liabilities to 
depositors, which reserve shall be represented by cash in the vaults or safes of 
the association, or on deposit subject to call, with national or State banks, ap- 
proved by the State Examiner as reserve agents.” (Parenthetical material 
supplied.) 
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Mr. Brown. Our next witness is Mr. Gidney, Comptroller of the 
Treasury. 


STATEMENT OF RAY M. GIDNEY, COMPTROLLER OF THE CUR- 
RENCY, ACCOMPANIED BY L. A. JENNINGS, DEPUTY COMP- 
TROLLER 


Mr. Gipney. Mr. Ray M. Gidney, Comptroller of the Treasury. 
And I have with me Mr. L. A. Jennings, Deputy Comptroller. 

I am very glad to be with you again. Shall I go ahead? 

Mr. Brown. You may proceed. 

Mr. Gipney. Mr. Chairman and members of the committee, I have 
been asked to testify this morning on H.R. 5237 which deals with the 
subject of reserves against deposits required to be maintained by 
member banks of the Federal Reserve System. H.R. 5237 is identical 
in purpose and virtually identical in language to S. 1120. The 
Treasury Department, in a letter dated March 11, 1959, stated with 
respect to S. 1120: 

S. 1120 would amend section 19 of the Federal Reserve Act to authorize 
the Board of Governors of the Federal Reserve System to permit member banks 
to count all or part of their currency and coin as part of their required reserves ; 
to afford the Board greater flexibility in permitting individual banks in Reserve 
or central Reserve cities to carry lower reserve balances than those specified 
for banks generally which are located in Reserve or central Reserve cities; and, 
to authorize the Board to fix the reserve requirements for demand deposits of 
central Reserve city banks within a range of 10 to 20 percent instead of the 
present range of 13 to 26 percent. 

This Department regards as particularly desirable the portion of the proposed 
bill which would authorize the Board of Governors of the Federal Reserve 
System to permit member banks to count all or part of their currency and coin 
as part of their required reserves. We interpose no objection to the two remain- 
ing portions of the bill which afford the Board increased flexibility to permit 
individual members in central Reserve or Reserve cities to carry lower reserves, 
and which authorize the Board to fix the reserve requirements for demand 
deposits of the central Reserve city banks within a range of 10 to 20 percent. 
Accordingly, the Treasury Department favors enactment of the proposed 
legislation. 

We strongly favor the changes which will permit member banks to 
count currency and coin held in vault as part of their legal reserves. 
The present situation is inequitable for the country banks outside of 
Federal Reserve bank and branch cities, which find it necessary to 
keep on hand as yault cash a larger percentage of their deposits than 
do the large banks located in the Reserve bank cities. Consequently, 
vault cash held by country banks is larger in relation to required re- 
serves than for others. It is in large part made up of Federal Reserve 
notes and therefore is equivalent in essential character to deposits 
with the Federal Reserve banks. The removal of vault cash from 
the status of legal reserves took place in 1917, as part of a program 
of bringing all gold coin and certificates into the Federal Reserve 
banks. To offset this change the legal reserve requirements were 
then reduced but with varying effect upon the position of individual 
banks. The disallowance of vault cash as part of the legal reserve 
requirements has been a source of irritation to the country banks 
throughout the intervening period. It has constituted a definite de- 
terrent to membership in the Federal Reserve System. It is clearly 
desirable that this change be put into effect gradually and with suitable 
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offsetting adjustments in the reserve-requirement percentages. This 
we understand the Board would expect to do. 

We favor also the change included in H.R. 5237 in the required 
reserves of banks in central Reserve cities from the existing range of 
13 to 26 percent of demand deposits to a range of 10 to 20 percent of 
demand deposits. In its statement of explanation of the provisions of 
the proposed legislation the Board of Governors has stated that a 
maximum requirement of 20 percent against net demand deposits is 
believed to be adequate for any purpose under present or prospective 
conditions. Under this proposal the minimum and maximum limi- 
tations of reserves would be the same for Reserve and central Reserve 
cities even though the separate classifications would be retained. This 
should tend to result in a narrowing or elimination of the differential 
between the two classes of banks, which we would regard as desir- 
able. 

With respect to authorizing the Board to permit banks in central 
Reserve cities or in Reserve cities to carry lower reserves on the basis 
of the character of business transacted by the individual banks, we are 
not inclined to make objection. It appears to us to be a moderate ex- 
tension of the existing authority of the Board to permit lower reserves 
for banks located in an outlying district of a Reserve or central Re- 
serve city and can properly be accepted as part of this desirable leg- 
islation. As of December 31, 1958, 149 member banks in Reserve and 
central Reserve cities were permitted to carry reduced reserves, while 
251 member banks in those cities were required to maintain normal 
reserve requirements applicable to the cities in which they were lo- 
cated. 

We favor enactment of H.R. 5237. 

That concludes my statement, Mr. Chairman. If there are any ques- 
tions, I should be glad to attempt to answer them. 

Mr. Brown. Thank you very much. I want to ask you one question, 
Mr. Gidney. With the authority contained in the bill which permits 
the Board to fix lower reserve requirements in central Reserve or 
Reserve cities, on the basis of character of business transactions by 
individual banks do you believe there is any need to continue the desig- 
nation of central Reserve cities? 

Mr. Gipney. That is a very powerful question, sir. I have taken 
this bill and am prepared on the bill as it is. The bill takes the very 
important step of reduging the existing requirement for central Re- 
serve cities, which is now 13 percent, statutory, and may be increased 
to 26 percent, to 10 percent statutory which may be increased to 20 per- 
cent. I think that is a most desirable change, which provides the fan. 
damentally necessary part of what would be accomplished by remov- 
ing the central Reserve city designation. 

t does most of what you have mentioned, except changing the name. 
I do not have any particular interest in whether you change the name 
or not. 

Mr. Brown. Should Congress write into the law standards to guide 
the Board in evaluating the term “character of business” ? ‘ 

Mr. Gipney. It would be my hope that with the changes which are 
contemplated here, as I said in the statement, we would have a 
law that will permit a narrowing or perhaps elimination of differen- 
tials between these different classes of cities. To the extent that they 
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are narrowed for individual banks the need for this reclassification, 
reduction, or easing, whatever it may be, would be much less. 

With the provisions of the past it has been quite necessary. You 
will recall that at one time they placed the reserve for the New York 
City and Chicago banks at 26 percent. In those days we had little 
banks on Staten Island which were just as countrified as any banks 
could be, and it would have been quite out of the question to let them 
be subject to that reserve requirement. It has been very much needed. 
But if we should bring central Reserve and Reserve city requirements 
closer together, and country bank requirements closer to Reserve city 
requirements, we would not have the need for these reclassifications 
of individual banks. 

Mr. Brown. Mr. Barrett, do you have any questions? 

Mr. Barrerr. Mr. Gidney, just one question. What effect will it 
have on the economy, the unfreezing of these frozen assets? 

Mr. Gipney. That effect would vary in different parts of the coun- 
try. I think it would have a good effect. I think that we have an 
artificiality there now which is somewhat detrimental, and the elimina- 
tion of that artificiality would be beneficial. 

It has come to my mind that the Congress has recently added one 
new State to our 48, and another one has been voted and will be in 
presently, and I think I can illustrate to you the effect which this 
would have on a bank in Alaska, or a bank in Hawaii. 

A bank in Alaska would probably have to keep a vault cash item, 
if it is a Federal Reserve member—and we are re about Federal 
Reserve members—which would be very heavy, probably double or 
triple—very much greater than a bank a hundred miles from San 
Francisco, or a hundred miles from Seattle. 

A bank on the islands—I talked with one of the bankers there a 
few days ago, and they figure that with the required reserve being a 
certain amount, they would have to keep about 40 percent of that in 
vault cash. Under the present law, that would not count as reserve 
for — It would make Federal Reserve membership almost im- 

ible. 
peWith the adjustments which are possible and will be worked out 
in time, vault cash would count for them and there would be a tre- 
mendous benefit to banking and business in both Alaska and Hawaii. 

There would be a like benefit in different parts of this country, 
varying with the convenience of location, the character of the com- 
munities, and the distance from available cash sources, such as Federal 
Reserve banks and branches. | 
« Mr. Barrett. Then it is your opinion that this new flow of cur- 
rency will lessen the unemployment level ? 

Mr. Gipney. Well, I do not know whether I can connect that up 
directly, but it certainly will not increase it. It will help in a general 
way. 

Mr. Barrett. That is all. 

Mr. Brown. Mr. Hiestand. 

Mr. Hrestanp. I have no questions. 

Mr. Brown. Mr. Vanik. 

Mr. Vantx. Just one question. In the New York area, the reserve 
requirement is now 18 percent, is it not? 

Mr. Gipney. I believe so. 
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Mr. Vantk. Are there any banks there that have less than that by 
any special authority ? 

Mr. Gipney. Oh, yes, sir; many; many banks in New York City. 

Mr. Vanrk. How much less than that? 

Mr. Gipney. Well that is a question that I cannot answer exactly. 
I think there are banks there that have been reduced to the Reserve 
city basis, and I think they have banks that have been reduced to 
the country bank basis. 

Mr. Vanrk. How low would those requirements go below 18 per- 
cent ? 

Mr. Gipney. That would be down to 11 percent, I believe, at the 
present time. Could I just take a moment to look, so that we will 

accurate ¢ 

Mr. VaAnik. Surely. 

How about the First National City Bank in New York? Are they 
not down to about 15 percent ? 

Mr. Gipney. They are 18 percent at present, sir. 

Mr. Vantx. Eighteen percent. 

Mr. Gipnery. Yes. 

Mr. Vanix. And there are no deviations from that? 

Mr. Gipney. I think Governor Balderston said that the central 
Reserve city stops at Canal Street. I think that was it. I think it 
also does not go over to Staten Island, for instance, where there are 
separate banks. So that I think we would find in New York City 
some 18’s, some 1614’s, and some 11’s. 

Mr. Vanik. That is all. 

Mr. Brown. Mr. Barr. 

Mr. Barr. I would just like to get back to a question that Chairman 
Brown keeps raising. I have a feeling that this legislation might 
just Gnesi , the third part of it that is, might prove a little bit 
embarrassing to the Federal Reserve Board unless this Congress does 
erect certain standards. 

I think that when they can sit down and arbitrarily say that in 
a geographical area this bank is central Reserve, and the next bank is 
a Reserve city bank and the next perhaps a country bank, they are 
exposing themselves to criticism. I L puna believe that for the 
prestige and dignity of the Board, and to protect themselves from at- 
tack, it would be easier to erect a set of standards if this could be done. 
I would think it could be done. I think the chairman has a very 
strong point for the prestige of the Board itself. 

Mr. Gipney. Well, I should think I should let the Board speak for 
itself on that. 

Mr. Barr. All right. 

If it is impossible to erect these standards, I would agree that it 
should be left to the discretion of the Board. But I can see how 
some hard feelings could be raised if one bank were dropped and 
another beside it were kept under central Reserve city standards. 

Mr. Gipnety. I think that would be possible. Of ccurse, I have not 
kept close to this particular activity of the Board, but in the old days 
I had a part in making some of those distinctions, and it is very easy 
to find cases where you can see very clearly that, without a deep study 
of the character of business of a particular bank, its location in an 


outlying section of a Reserve or central Reserve city would be really 
conclusive. 








178 - MEMBER BANK RESERVE REQUIREMENTS 


As we begin to come closer in and, so to speak, snuggle up to the 
large competitors, it becomes more difficult. 

Mr. Barr. Standards often cause inequities, but they also seem to 
protect the governing bodies to some extent. 

Mr. Gipney. I should like to see these reserves brought nearer to- 
gether so that the removal of an individual bank from one class to 
another would not be such a serious matter. 

Mr. Barr. That is all. 

Mr. Brown. Mr. Moorhead ? 

Mr. Moorueap. I have no questions. 

Mr. Brown. Mr. Spence? 

Mr. Srence. Mr. Gidney, might it not be argued that the striking 
out of the 26 percent for central Reserve cities is a confession that 
there ought to be no distinction between Reserve cities and central 
Reserve cities? 

Mr. Giwney. Well, this law as proposed would make it within the 
power of the Board to apply the requirements alike, or make the 
requirements alike. The Board might find a situation where it should 
not do so. I can remember cases where it was clearly desirable to 
have higher requirements for New York City, as in times of great 
inflow of gold back in earlier years. 

But this law would give them the power to treat them alike if they 
found that to be the best thing to do. 

Mr. Spence. But the original purpose of that was to give them a 

ter power over central Reserve city banks than any other class 
of banks? Now that distinction is eliminated. They are all in one 
bracket ? 

Mr. Gipney. Well, I think I am glad that the Board has concluded 
that 20 percent is high enough to go on the up side. 

I have before me in this statement of the Board the record of these 
transactions. In June 1917 the New York and Chicago banks, the 
central Reserve people, were placed at 13 percent. In 1937 they were 
raised to 26 percent by Federal Reserve action. They were placed at 
26 percent. 

e did not havea very good time in 1937. They went to 26 percent 
in 1948. Then they went down to 23 or 24 percent in 1951. 

I think that that 20-percent top is high enough. I would be glad 
to see the 6 percent of extra discretion lastnated. I think Mr. Bal- 
derston was a little modest on that. I think their power is consid- 
erably lessened on that side, the extent to which they can raise the 
reserves, by this bill. 

‘Mr. Spence. Well, the Board admits they never intended to use 
that power again, above the 20 percent. 

Mr. Gipney. Well, I think it is a good bill and that is one of the 
good things in it. 

Mr. Brown. Are thére any other questions? 

If not, you may be excused, Mr. Gidney. 

Mr. Barr. Mr. Brown. 

Mr. Brown. Mr. Barr. 

Mr. Barr. If I could just get back to that one point that the chair- 
man made again, the mere fact that there will be three classes of banks 
left, although they will be operating, some of them, in the same range, 
probably indicates, sir, that the Federal Reserve Board does intend 
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to make a differential, or at least have that power. I do not want to 
clip them of any power at all, but I just want to make it clear that 
if we are going to leave in three different classifications, that they 
probably will differentiate between them. At least they want that 
power; is that correct 4 

Mr. Gipnry. They certainly do. My statement here is a little bit 

‘areful on this subject. 

Mr. Barr. Yes, sir. 

Mr. Gipney. We think that we can accept this part of the bill to 
get the other good things of the bill. 

Mr. Barr. As I say, they have a definite responsibility. I wanted 
to make it clear that the record showed that that is probably what they 
will do. 

Mr. Brown. Thank you, Mr.Gidney. You may be excused. 

(The following questions, referred to at p. 319, were submitted to 
the Comptroller of the Currency by Hon. Abraham J. Multer :) 


TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, 
Washington, D.C., April 13, 1959. 

My Dear Mr. CHarrMAN: At the time of my appearance before your commit- 
tee to testify on H.R. 5237 I was requested to reply to a series of 19 questions 
proposed by Representative Multer. These questions may be answered as 
follows in the same order in which they were presented. 

Q. 1. Please furnish to us the date of enactment and the citation and text 
of the first statute requiring national banks to carry reserves, together with 
the legislative history thereof, the reasons and purposes therefor as urged by 
the proponents of the legislation. 

A. 1, There is enclosed herewith the text of the first statute requiring national 
banks to carry reserves, together with the date of enactment and the citation. 
There appears to be no pertinent legislative history with respect to this partic- 
ular section of the National Bank Act of 1863. 


MEMORANDUM 


SUBJECT : RESERVE REQUIREMENTS OF NATIONAL BANKS FROM THE FIRST ACT AUTHOR- 
IZING NATIONAL BANKS TO-THE FEDERAL RESERVE ACT OF DECEMBER 23, 1913 


1. Act of February 25, 1863 (12 Stat. 677, sec. 41) Bi 


“And be it further enacted, That every such association shall at all times have on 
hand, in lawful money of the United States, an amount equal to at least twenty- 
five per centum of the aggregate amount of its outstanding notes of circulation 
and its deposits ; and whenever the amount of its outstanding notes of circulation 
and its deposits shall exceed the above-named proportion for the space of twelve 
days, or whenever such lawful money of the United States shall at any time fall 
below the amount of twenty-five per centum of its circulation and deposits, such 
association shall not increase its liabilities by making any new loans or discounts 
otherwise than by discounting or purchasing bills of exchange, payable at sight, 
nor make any dividend of its profits, until the required proportion between the 
aggregate amount of its outstanding notes of circulation and its deposits and 
lawful money of the United States shall be restored: Provided, however, That 
clearing-house certificates, representing specie or lawful money specially deposited 
for the purpose of any clearing-house association, shall be deemed to be lawful 
money in the possession of any association belonging to such clearing-house hold- 
ing and owning such certificates, and considered to be a part of the lawful money 
which such association is required to have, under the foregoing provisions of this 
section: Provided, further, That any balance due to any association organized 
under this act in other places from any association in the cities of Boston, 
Providence, New York, Philadelphia, Baltimore, Cincinnati, Chicago, St. Louis, 
or New Orleans, in good credit, subject to be drawn for at sight, and available to 
redeem their circulating notes and deposits, may be deemed to be a part of the 
lawful money which such association in other places than the cities of Boston, 
Providence, New York, Philadelphia, Baltimore, Cincinnati, Chicago, St. Louis, 
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and New Orleans, are required to have by the foregoing provisions of this sec- 
tion, to the extent of three-fifths of the said amount of twenty-five per centum 
required. And it shall be competent for the comptroller of the currency to notify 
any such association whose lawful money reserve, as aforesaid, shall fall below 
said proportion of twenty-five per centum, to make good such reserve; and if such 
association shall fail for thirty days thereafter so to make good its reserve of 
lawful money of the United States, the comptroller may, with the concurrence 
of the Secretary of the Treasury, appoint a receiver to wind up the business of 
such association, as provided in this act.” 


2. Act of June 3, 1864 (13 Stat. 108, sec. 31) 

“And be it further enacted, That every association in the cities hereinafter 
named shall, at all times, have on hand, in lawful money of the United States, an 
amount equal to at least twenty-five per centum of the aggregate amount of its 
notes in circulation and its deposits ; and every other association shall at all times, 
have on hand, in lawful money of the United States, an amount equal to at least 
fifteen per centum of the aggregate amount of its notes in circulation, and of its 
deposits. And whenever the lawful money of any association in any of the cities 
hereinafter named shall be below the amount of twenty-five per centum of its 
circulation and deposits, and whenever the lawful money of any other association 
shall be below fifteen per centum of its circulation and deposits, such associations 
shall not decrease its liabilities by making any new loans or discounts otherwise 
than by discounting or purchasing bills of exchange payable at sight, nor make 
any dividend of its profits until the required proportion between the aggregate 
amount of its outstanding notes of circulation and deposits and its lawful money 
of the United States shall be restored: Provided, That three fifths of said fifteen 
per centum may consist of balances due to an association available for the redemp- 
tion of its circulating notes from associations approved by the comptroller of the 
currency, organized under this act, in the cities of Saint Louis, Louisville, Chicago, 
Detront, Milwaukee, New Orleans, Cincinnati, Cleveland, Pittsburgh, Baltimore. 
Philadelphia, Boston, New York, Albany, Leavenworth, San Francisco, and 
Washington City: Provided, also, That clearing-house certificates, representing 
specie or lawful money specially deposited for the purpose of any clearing-house 
association, shall. be deemed to be lawful money in the possession of any asso- 
ciation belonging to such clearing-house holding and owning such certificate, and 
shall be considered to be a part of the lawful money which such association is 
required to have under the foregoing provisions of this section: Provided, That 
the cities of Charleston and Richmond may be added to the list of cities in the 
national associations of which other associations may keep three fifths of their 
lawful money, whenever, in the opinion of the comptroller of the currency, the 
condition of the southern states will warrant it. And it shall be competent for 
the comptroller of the currency to notify any association, whose lawful money 
reserve as aforesaid shall be below the amount to be kept on hand as aforesaid, 
to make good such reserve; and if such association shall fail for thirty days 
thereafter so to make good its reserve of lawful money of the United States, 
the comptroller may, with the concurrence of the Secretary of the Treasury, ap- 
point a receiver to wind up the business of such association, as provided in this 
act.” 


8. Act of July 12, 1870 (16 Stat. 252, sec. 4) 

“And be it further enacted, That every national banking association formed 
under the provisions of the preceding section of this act shall at all times keep 
on hand not less than twenty-five per centum of its outstanding circulation in 
gold or silver coin of the United States, and shall receive at par in the payment 
of debts the gold notes of every other such banking association which at the 
time of such payments shall be redeeming its circulating notes in gold coin of 
the United States.” 


4. Act of June 20, 1874 (18 Stat. 1238, secs. 2, 3) 

(2) “That section thirty-one of the ‘national bank act’ be so amended that the 
several associations therein provided for shall not hereafter be required to keep 
on hand any amount of money whatever, by reasor of the amount of their re 
spective circulations ; but the moneys required by said section to be kept at all 
times on hand shall be determined by the amount of deposits in all respects, 
as provided for in the said section.” 

(3) “That every association organized, or to be organized, under the pro- 
visions of the said act, and of the several acts amendatory thereof, shall at all 
times keep and have on deposit in the Treasury of the United States, in lawful 
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money of the United States, a sum equal to five per centum of its circulation, 
to be held and used for the redemption of such circulation; which sum shall be 
counted as a part of its lawful reserve, as provided in section two of this act; 
and when the circulating notes of any such associations, assorted or unassorted, 
shall be presented for redemption, in sums of one thousand dollars, or any 
multiple thereof, to the Treasurer of the United States, the same shall be re- 
deemed in United States notes.” 


5. R. 8. 5191 


“Every national banking association in either of the following cities: “Albany, 
Baltimore, Boston, Cincinnati, Chicago, Cleveland, Detroit, Louisville, Milwau- 
kee, New Orleans, New York, Philadelphia, Pittsburgh, Saint Louis, San Fran- 
cisco and Washington, shall at all times have on hand, in lawful money of the 
United States, an amount equal to at least twenty-five per centum of the aggre- 
gate amount of its notes in circulation and its deposits; and every other asso- 
ciation shall at times have on hand, in lawful money of the United States, an 
amount equal to at least fifteen per centum of the aggregate amount of its notes 
in circulation, and of its deposits. Whenever the lawful money of any associa- 
tion in any of the cities named shall be below the amount of twenty-five per 
eentum of its circulation and deposits, and whenever the lawful money of any 
other association shall be below fifteen per centum of its circulation and de 
posits, such association shall not inerease its liabilities by making any new loans 
or discounts otherwise than by discounting or purchasing bills of exchange pay- 
able at sight, nor make any dividend of its profits until the required proportion, 
between the aggregate amount of its outstanding notes of circulation and de- 
posits and its lawful money of the United States, has been restored. 

“And the Comptroller of the Currency may notify any association, whose 
lawful-money reserve shall be below the amount above required to be kept on 
hand, to make good such reserve; and if such association shall fail for thirty 
day thereafter so to make good its reserve of lawful money, the Comptroller 
may, with the concurrence of the Secretary of the Treasury, appoint a receiver 
to wind up the business of the association, as provided in section fifty-two 
hundred and thirty four.” 


R.S. 5192 


“Three-fifths of the reserve of fifteen per centum required by the preceding 
section to be kept, may consist of balances due to an association, available for 
the redemption of its circulating notes, from associations approved by the Comp- 
troller of the Currency organized under the act of June three, eighteen hundred 
and sixty-four, or under this Title, and doing business in the cities of Albany, 
Baltimore, Boston, Charleston, Chicago, Cincinnati, Cleveland, Detroit, Louis- 
ville, Milwaukee, New Orleans, New York, Philadelphia, Pittsburgh, Richmond, 
Saint Louis, San Francisco, and Washington. Clearing-house certificates, rep- 
resenting specie or lawful money specially deposited for the purpose, of any 
clearing-house association, shall also be deemed to be lawful money in the pos- 
session of any association belonging to such clearing-house, holding and owning 
such certificates, within the preceding section.” 


R.S. 5195 


“Each association organized in any of the cities named in section fifty-one 
hundred and ninety-one shall select, subject to the approval of the Comptroller 
of the Currency, an association in the city of New York, at which it will redeem 
its circulating notes at par; and may keep one-half of its lawful-money reserve 
in cash deposits in the city of New York. But the foregoing provision shall 
not apply to associations organized and located in the city of San Francisco 
for the purpose of issuing notes payable in gold. Each association not organized 
within the cities named, shall select, subject to the approval of the Comptroller, 
an association in either of the cities named, at which it will redeem its circulat- 
ing notes at par. The Comptroller shall give public notice of the names of the 
associations selected, at which redemptions are to be made of the association 
at which the notes of any association are redeemed. Whenever any association 
fails either to make the selection or to redeem its notes as aforesaid, the Comp- 
troller of the Currency may, upon receiving satisfactory evidence thereof, 
appoint a receiver, in the manner provided for in section fifty-two hundred and 
thirty-four, to wind up its affairs. But this section shall not relieve any asso- 
ciation from its liability to redeem its circulating notes at its own counter, 
at par, in lawful money on demand.” 
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6. Act of March 3, 1887 (24 Stat. 559, secs. 1 and 2) 

(1) “Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That whenever three-fourths 
in number of the national banks located in any city of the United States having 
a population of fifty thousand people shall make application to the Comptroller 
of the Currency, in writing, asking that the name of the city in which such 
banks are located shall be added to the cities named in sections, fifty-one hun- 
dren and ninety-one and fifty-one hundred and ninety-two of the Revised Stat- 
utes, the Comptroller shall have authority to grant such request, and every 
bank lecated in such city shall at all times thereafter have on hand, in lawful 
money of the United States, an amount equal to at least twenty-five per centum 
of its deposits, as provided in section fifty-one hundred and ninety-one and 
fifty-one hundred and ninety-five of the Revised Statutes.” 

(2) “That whenever three-fourths in number of the national banks located 
in any city of the United States having a population of two hundred thousand 
people shall make application to the Comptroller of the Currency, in writing, 
asking that such city may be a central reserve city, like the city of New York, 
in which one-half of the lawful money reserve of the national banks located in 
other reserve cities may be deposited, as provided in section fifty-one hundred 
and ninety-five of the Revised Statutes, the Comptroller shall have authority, 
with the approval of the Secretary of the Treasury, to grant such request, and 
every bank located in such city shall at all times thereafter have on hand, in 
lawful money of the United States, twenty-five per centum of its deposits, as 
provided in section fifty-one hundred and ninety-one of the Revised Statutes.” 


7. Act of March 3, 1903 (82 Stat. 1223) 


“That whenever three-fourths in number of the national banks located in any 
city of the United States having a population of twenty-five thousand people 
shall make application to the Comptroller of the Currency, in writing, asking 
that the name of the city in which such banks are located shall be added to 
the cities named in sections fifty-one hundred and ninety-one and fifty-one hun- 
dred and ninety-two of the Revised Statutes, the Comptroller shall have au- 
thority to grant such request, and every bank located in such city shall at all 
times thereafter have on hand, in lawful money of the United States, and 
amount equal to at least twenty-five per centum of its deposits, as provided in 
sections fifty-one hundred and ninety-one and fifty-one hundred and ninety-five 
of the Revised Statutes.” 

Q. 2. Please furnish the same information as to each subsequent change in the 
statute. 

A. 2. The same information is enclosed herewith as to each subsequent change 
in the statute up to the date of enactment of the Federal Reserve Act in 1913. 
We understand that the information requested concerning the Federal Reserve 
Act will be furnished by the Board of Governors of the Federal Reserve System. 
There is enclosed the text of R.S. 5192 as it was amended in 1952. With the 
exception of the 1952 amendment to R.S. 5192 there is no pertinent legislative 
history. The legislative history of that amendment is enclosed herewith. 


SUBJECT: RECENT AMENDMENT TO SECTION 5192 OF THE REVISED STATUTES 


Act of July 1, 1952 (66 Stat. 314), provides as follows: 

“Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 5192 of the Revised 
Statutes of the United States, as amended (12 U.S.C. 144), is hereby amended 
to read as follows: 

“ ‘Sec. 5192. Four-fifths of the reserve of 15 per centum which a national bank 
located in Alaska or in a dependency or insular possession or any part of the 
United States outside of the continental United States, and not a member of the 
Federal Reserve System, is required to keep, may consist of balances due such 
bank from associations approved by the Comptroller of the Currency and located 
in any one of the central reserve or reserve cities as now or hereafter defined by 
law or designated by the Board of Governors of the Federal Reserve System.’ ” 

This act reduced the amount of cash on hand required to be kept by national 
banks located in Alaska, or in a dependency or insular possession or any part 
of the United States outside of the United States, and not a member of the 
Federal Reserve System. This act reduces such reserve from two-fifths to 
one-fifth of the 15 percent required reserve to be kept on hand. This act would 
thus allow such banks to carry four-fifths instead of three-fifths of their require- 
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ment reserves in the form of balances with other national banks. The former 
requirement was enacted into law in 1864 at a time when a shipment of currency 
required 2 or 3 weeks. Currency is now delivered the next day, rendering the 
former reserve requirement obsolete. Ordinary business requires that such banks 
carry balances within continental United States banks for drawing drafts and 
for the handling of collections. See Senate Report 1624, June 2, 1952. 

Q. 3. Isn’t one of the primary purposes of requiring reserves, to set aside and 
immobilize a percentage of the assets of the bank as a protection to depositors 
and/or stockholders? 

A. 3. One of the purposes of requiring reserves is to provide liquidity for the 
bank and protection to the depositors. Another purpose is to provide a measure 
of control of credit expansion. 

Q. 4. What reasons, if any, exist today for determining reserve requirements 
on the basis of geography or the size or type of a community in which a bank 
is situated? 

A. 4. Reasons for determining reserve requirements on the basis of geography 
would have to come from a broad use of the term to bring into consideration 
matters coming under the heading of economic geography. Character and 
volume of business in different locations or areas would be included. Banks 
located in business and industrial centers usually have greater velocity of turn- 
over of deposits, greater liabilities, larger individual transactions, greater impact 
on credit expansion or contraction of the economy, and need relatively larger 
reserves to be prepared for withdrawals of large sums. 

Q. 5. Please review H.R. 1082 introduced January 7, 1959, and let us have 
your comments thereon indicating which standards, if any, should be eliminated 
therefrom and why and what standards, if any, should be added and why. 

A. 5. H.R. 1082 does not establish minimum and maximum reserve require- 
ments, but would apparently give the Board of Governors complete discretion 
to fix reserve requirements at any amount. Reserve requirements apparently 
would have to be fixed not for groups of banks, but for each bank individually, 
as they would be based upon the capital, surplus, undivided profits, and deposits 
of each member bank, and under the bill would have to be so fixed as to equalize 
the requirements between banks “on the basis of protecting stockholders and 
depositors,” and so as to avoid creating unfair competitive positions between 
member banks. Differences could not be based upon location. 

We would not consider it desirable to give to the Board such complete author- 
ity to fix reserve requirements under such uncertain standards. If reserves 
were required to be based upon capital, surplus, undivided profits, and deposits 
it would seem that that would have to be done on the basis of an arithmetical 
formula, and we do not see how they could also be so fixed as to avoid creating 
unfair competitive positions. Certainly, banks required to keep higher reserves 
would be at a competitive disadvantage with those permitted to carry lower 
reserves and in every case it would seem that the charge of unfairness could be 
made. We do not understand what is meant by the requirement that the re- 
serves shall be so fixed as to equalize them “on the basis of protecting stock- 
holders and depositors.” 

The elimination of the use of location as a basis for determining reserve re- 
quirements ignores the fact that the character of business of a bank is to a 
great extent determined by its location. 

We think that the standards contained in H.R. 5237 are appropriate standards. 

Q. 6. Please set forth, if there are any, the citation and text of any statute 
and of any rule or regulation applicable to the amount of currency and coins 
a national bank must keep on hand. 

A. 6. There are no statutes, rules, or regulations prescribing the amount of 
currency and coins a national bank must keep on hand. Practical requirements 
arise out of everyday business needs. A bank must have currency and coin 
adequate to meet withdrawals in that form. 

Q. 7. What function, if any, does your office perform today with reference to 
the maintenance of reserves by national banks, and precisely what, if anything, 
does your office do in connection therewith? 

A. 7 When national banks are examined an investigation is made to determine 
whether the bank has maintained its legal reserve since the previous examina- 
tion and, if not, the number and amount of fines levied by the Federal Reserve 
Board for deficient reserves. If a serious situation were to be brought to our 
attention, the matter would be taken up with the board of directors of the bank. 

Q. 8. How many national banks in Reserve cities are today permitted to carry 
rural bank reserves? 
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A. 8. There are 45 national banks in Reserve cities which are today permitted 
to carry country bank reserves. 

Q. 9. How many national banks in central Reserve cities are now permitted 
to carry Reserve city bank reserves? 

A. 9. There are 38 national banks in central Reserve cities which are now 
permitted to carry Reserve city bank reserves and 7 permitted to carry country 
bank reserves. 

Q. 10. Is your office consulted in connection with the issuance of the permits 
referred to in questions 8 and 9, and what standards, if any, does your office 
use in determining what action it should take. 

A. 10. Our office is not consulted. 

Q. 11. Has any such permit, once issued, been revoked; if so, how many and 
what was the reason in each instance. 

A. 11. There has been one case in which permission granted to a national 
bank to carry lower reserve was revoked. The reason was that it began actively 
to solicit interbank deposits. 

Q. 12. Is there any bank asset that is less static and less immobile and more 
volatile than cash on hand? 

A. 12. We are not sure that we understand the application of the terms static, 
immobile, and volatile to cash on bank as a bank asset. 

Q. 13. If the provision in H.R. 5237 for counting cash as a part of reserve 
is enacted, what, if anything, must be done to make sure that the cash so 
counted is always on hand or to the extent that it is diminished, the reserves will 
be increased by the decrease in cash. 

A. 18. It is the responsibility of each bank to maintain legally required re- 
serves. If cash on hand were to be diminished the effect of the legal require- 
ment would be that deposits with the Federal Reserve bank would need to be 
increased so that the aggregate of cash on hand and due from the Federal Re- 
serve bank would be adequate. Reports on reserve position must be made to the 
Federal Reserve bank and checked in due course. We would not consider it 
necessary to make a daily check at the offices of the banks. 

Q. 14. How much manpower will be required if that duty was required to 
be performed by your office as to national banks? 

A. 14. If it is assumed that a daily check at the office of each national bank 
and branch were required to make sure that the cash is always on hand, at the 
close of business each day we estimate it would require approximately 20,000 
people or more. 

Q. 15. Can anyone in your office state today as to any one national bank 
anywhere in the country, the amount of cash that bank had on hand when it 
opened for business yesterday and the amount it had on hand when it closed the 
same day? 

A. 15. No one in the Office of the Comptroller of the Currency in Washington 
could state today as to any one national bank anywhere in the country the 
amount of cash that bank had on hand when it opened for business yesterday and 
the amount it had on hand when it closed the same day. Field examiners 
making an examination could state the amount on hand at the date of exami- 
nation. 

Q. 16. Do your examiners count coin for coin and bill for bill, the amount of 
cash on hand during their bank examinations? 

A. 16. National bank examiners do not in every case count coin for coin and 
bill for bill when they verify the amount of cash on hand during their bank 
examinations. They make an adequate cash count which assures them that the 
cash on hand is in the amount as stated on the general ledger at the close of 
business of the date of examination. 

Q. 17. When was the last time your examiners did that as to the Bank of 
America and each of its branches and when did it last do that as to the First 
National City Bank of New York; how long did it take and how many men to 
do it in each instance. 

A. 17. The Bank of America National Trust and Savings Association, San 
Francisco, Calif., was last examined on October 31, 1958. The First National 
City Bank of New York, N.Y., was last examined on July 22, 1958. The largest 
offices of both banks required about 15 people for approximatey 30 working 
hours to verify the cash on hand. Smaller offices required a smaller number of 
men and hours. 

Q. 18. What was the total sum of cash on hand in all member banks on any 
one day last week? 
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A. 18. We do not know the exact amount of cash on hand in all member 
banks on any one day last week. 

Q. 19. Whatever that sum may be on the day, such banks are permitted to 
count that cash as a part of reserves, their total lending capacity will be in- 
creased by a sum equal to six to seven times that cash on hand. Isn’t that 
eorrect? 

A. 19. We assume this assumption is approximately correct for the banking 
system as a whole but it is not so for any individual bank. 

Sincerely yours, 


Ray M. GipNEy, Comptroller of the Currency. 


Mr. Brown. Mr. Wolcott. 

I want to say to the members of the committee that Mr. Wolcott 
is now Chairman of the FDIC, and was an outstanding member of 
this committee for a quarter of a century, and chairman of it. for a 
good long while. I do not know of any man better versed and more 
competent than he in banking law. 

Weare glad to have you, Mr. Wolcott. 

I recognize Mr. Spence. 

Mr. Spence. I know we are all glad to welcome Mr. Wolcott before 
this committee. As Mr. Brown says, Mr. Wolcott was an outstand- 
ing member of this committee for more than a quarter of a century, 
and we were always glad to have his advice and counsel when he was 
a member, and we are still glad to have his advice on matters of legis- 
lation that are of importance to the committee. We congratulate 
him on being the Chairman of the Federal Deposit Insurance Corpo- 
ration at the present time, where he can still exercise great influence 
and use his fine talents for the benefit of our country. 

Mr. Brown. May I further say that Mr. Wolcott has with him Mr. 
Erle Cocke, a gentleman from Georgia, and an outstanding citizen 
of Georgia. As long as Mr. Wolcott has Mr. Cocke beside him, he 
will always make good decisions. 

Mr. Barrerr. Mr. Chairman, may I just say that I would like to 
say ditto to those two beautiful commendations made about the 
former chairman of this committee. 

Mr. Hiesranp. Mr. Chairman, Mr. Wolcott, the present witness, 
has been an inspiration to me ever since I came to Congress. I sec- 
ond the sentiments expressed, and I am happy to concur in them. 


STATEMENT OF HON. JESSE P. WOLCOTT, CHAIRMAN, FEDERAL 
DEPOSIT INSURANCE CORPORATION, ACCOMPANIED BY ERLE 
COCKE, DIRECTOR, FDIC 


Mr. Wotcorr. Mr. Chairman, I think you have all been very, very 
kind. I do not think there is any group of men in the United States 
who are more conscious of my limitations and shortcomings and 
idiosyncracies than you are. 

I appreciate all you have said, and I know that Mr. Cocke appre- 
ciates all that you have said in his behalf. 

It does give me a great deal of pleasure to come back to this com- 
mittee and sit on this side of the fence. It is the first time. As a mat- 
ter of fact, it is rather a novel experience for me to be down here in 
the witness chair. There have been very many occasions when I 
have wished that I was back up there with you, and I do not think 
that I need to stress the fact. that this is one of those occasions. I 
would much rather be up there with you than down here. 
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I appreciate the invitation, on the behalf of the Corporation and 


myself and Mr. Cocke, to express the views of the Corporation on . 


H.R. 5237, a bill introduced by the chairman of this subcommittee, 
Congressman Paul Brown. A companion bill, S. 1120, has been in- 
troduced by Senator A. Willis Robertson, on behalf of himself and 
Senator Fulbright and Senator Capehart, at the request of the Board 
of Governors of the Federal Reserve System. Hearings have been 
held before the Senate Banking and Currency Committee on the 
Senate bill. 

This proposal contemplates giving the Board of Governors of the 
Federal Reserve System authority to permit member banks to in- 
clude in their required legal reserves their vault cash, in addition to 
balances in the Federal Reserve bank, authorizes the Board to re- 
duce reserve requirements for demand deposits of central Reserve 
cities, and authorizes more flexibility in the Board’s authority to per- 
mit individual member banks in central Reserve and Reserve cities 
to carry reserves at lower levels than those required for most banks 
in such cities. 

Congressman Brown, in offering the bill in the House, made a 
statement of the purposes and background of the bill’s origination 
(Congressional Record, Mar. 5, p. 3057). Senator Robertson, in 
offering the bill in the Senate, likewise made an appropriate state- 
ment in reference to its purposes and provisions (Congressional 
Record, Feb. 19, p. 2383). These pertinent observations and com- 
ments provide an appropriate basis for the presentment of this pro- 
posal. Since the proposal exclusively concerns the legal reserve re- 
quirements of banks which are members of the Federal Reserve Sys- 
tem, the data pertaining to the need for the revision is lodged in the 
files and records of the Board of Governors or is contained in their 
studies concerning the requirements. You have had before you Gov- 
ernor Balderston, and I am sure that you will take full advantage of 
the data which he and the Board have and will present. 

With respect to the proposal to include vault cash as part of the 
legal reserve requirements, it is to be noted that smaller banks in 
smaller communities, by the necessities of their situation, maintain 
a higher percentage of currency than is necessary for banks in larger 
cities. This circumstance is due primarily to the lack of ready access 
in such smaller communities to the currency depositories. The pro- 
posal would alleviate this disadvantage, and to that extent would be 
particularly beneficial to smaller banks. Likewise, the Federal Re- 
serve banks would effect savings on currency handling and shipment 
costs by encouraging member banks to hold currency not needed for 
their day-to-day operations over longer periods of time. 

In reference to the second and third sections of the bill, there has 
been much diversity of opinion as to whether the present differential 
between legal reserve requirements of central Reserve city, Reserve 
city, and country banks was realistic and justified by actual condi- 
tions. While the proposal contained in these two sections does not 
completely eliminate the differential, nevertheless it does lower the 
limits for legal reserve requirements of central Reserve city banks, and 
further permits the Board, either by regulation or by consideration of 
individual cases, to prescribe lower reserve requirements for some of 
the banks in central Reserve cities and Reserve cities. We believe 
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the additional limited authority given to the Board of Governors by 
this proposal will be exercised with discretion, and that the additional 
flexibility in adjusting reserve requirements, as contemplated herein, 
will be generally beneficial to the banking system and to the public. 

May I repeat that the facts, figures, purposes, and effect of these 
requirements, and the sensitive use of the reserve requirements by the 
Board to influence the total sum of bank credit available for use as 
circulating medium, are matters uniquely + gent in the personnel 
and staff of the Federal Reserve Board. Therefore, I commend to 
the committee that it look to the Board of Governors for detailed data 
pertaining to legal reserve requirements and the use that the Board 
makes of the reserve techniques. 

We, of the Corporation, approve in principle the proposals out- 
lined in this bill. We assume that the committee will look to the 
Board of Governors and its staff for the detailed data and information 
that will justify favorable action by this committee on the proposal. 

I realize, Mr. Chairman, that I have not had much to impart to the 
committee, and I feel that there is justification for the statement that 
I made that I have certain limitations, but I am very glad to be here 
and will be glad to try to answer any questions you may have. 

Mr. Brown. We are very glad to have your statement, Mr. Wol- 
cott. I am going to propound one question to you which I have pro- 
pounded to Mr. Gidney. ‘The question is: With the authority con- 
tained in the bill which permits the Board to fix lower reserves for 
banks in central Reserve or Reserve cities on the basis of character 
of business transactions by individual banks, do you believe that there 
is any need to continue the designation of central Reserve cities? 

Mr. Wotoorr. I heard you ask those questions of Governor Balder- 
ston and Comptroller Gidney, and I have been thinking of it since 
you asked them. If there are limitations, if there are standards; 
qualifications, in the act at the present time, they would apply. If 
there are not, I presume the act, that is the Federal Reserve Act itself, 
should be evaluated with those things in mind. 

Mr. Brown. I remember when you were a member of this commit- 
tee, you liked to write out standards in a bill as much as possible. I 
remember that very well. Now may I ask you this question: Should 
Congress write into the law standards to guide the Board in evaluat- 
ing the term “character of business” ? 

Mr. Wotcorr. Well, although I was in favor of writing certain 
standards, I was not in favor of writing them in such detail as to so en- 
cumber the bill or stifle the effectuation of the purposes of the bill. I 
think there must be a great deal of flexibility so far as this present 
legislation is concerned. I am not sure whether you cae write 
a with such definiteness as to not encumber the purposes of 
the bill. 

Mr. Brown. Mr. Cocke, do you desire to make any statement ? 

Mr. Cocker. Mr. Chairman, I would say to the particular question 
that unquestionably standards would be preferable if they were feasi- 
ble. But such standards would be by necessity of a specialized and 
detailed nature and I doubt if they would be too practical and 
feasible. 

I might make the further observation, sir, on the testimony of the 
Federal Reserve Board, that not only have they given thought to this 
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and tried to add to the bill anything that would give more authority 
to the Congress, but I get this definite impression and probably it was 
brought out to you gentlemen that the Board wants to reserve the 
right, if emergencies occur, to direct a different position between cen- 
tral Reserve cities and Reserve cities, though they would, in the ma- 
jority of the instances, probably be on a parity. The Board probably 
feels that if it was further curtailed, that their determinations might 
not be able to meet the peculiar situations of a time of an emergency. 

As the Board brought out, it is willing to drop the maximum from 
26 to 20, and wishes the further leverage of dropping the minimums 
from 13 to 10. I think its position is that foreseeing the possibility of 
some particular emergency situation wherein it would have to make 
a divergence, though maybe 75 or 80 percent of the time that might 
not be true. 

Mr. Brown. Mr. Hiestand. 

Mr. Hiestanp. Mr. Chairman, I only wish to comment that I am 
much impressed with the former chairman’s statement. It is brief, 
to the point, and contains the opinions that we need. Qualified as he 
is, I value those opinions greatly. 

Thank you. 

Mr. Brown. Mr. Barrett. 

Mr. Barrett. No questions. 

Mr. Brown. Mr. Barr. 

Mr. Barr. I am going to keep hammering on Mr. Brown’s thesis 
here. I know that no member of this committee, sir, wants to impose 
undue restrictions on the Federal Reserve Board, but as a personal ob- 
servation—I grew up as a young man in New York on Wall Street, 
and I heard somebody characterize banking as a “politely savage pro- 
fession.” I think that is a good description. I think if Congress 
wrote in some guidelines that would not necessarily be binding on the 
Board but at least gave the Board some authority to tell one bank, 
“Look, your reserve requirements are such and yours are such and 
such.” Then, I think, we would protect the Board. What is your 
opinion on that? I keep getting back to that. I think the chairman 
has an excellent point. 

Mr. Wotcorr. Well, I am not familiar with the standards, if there 
be any, which control the Federal Reserve Board in the administration 
of the Federal Reserve Act. Ido not think, Mr. Barr, that I would be 
qualified to express an opinion on that and surely could not be helpful 
until I had an opportunity to sit down and do some more study on the 
Federal Reserve Act to see if there were not standards there, and what 
the standards were that were already in the act. 

Mr. Barr. Yes, sir. Well, I have heard, sir, of your service on this 
committee, and I certainly would be inclined to take your opinion on 
the subject. 

Mr. Woxcorrt. Thank you, Congressman. 

Mr. Brown. Mr. Moorhead. 

Mr. Moorueap. No questions. 

Mr. Brown. Are there any other questions, gentlemen? If not, 
Mr. Wolcott and Mr. Cocke, we were very glad to hear from you. 

Mr. Woxcorr. Thank you, Mr. Chairman. 
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FEDERAL Deposit INSURANCE CORPORATION, 
OFFICE OF THE CHAIRMAN, 
Washington, D.C., April 15, 1959. 
Hon. PAavut Brown, 
Chairman, Subcommittee No. 2, Banking and Currency Committee, House of 
Representatives, Washington, D.C. 


Dear Pav: At the time of my appearance before your committee to testify 
on H.R. 5237, you handed me a list of questions on behalf of Representative 
Abraham J. Multer. I am sending our answers to these questions for inclusion 
in the record. 

Sincerely yours, 


JEssE P. Wotcort, Chairman, 


ANSWERS TO QUESTIONS ADDRESSED ON BEHALF OF REPRESENTATIVE MULTER TO 
FEDERAL Deposit INSURANCE CORPORATION ON H.R. 5237 


1. Does FDIC have any control over reserve requirements of insured nou- 
member banks; if so, please set forth the statutory provisions, the rules and 
regulations, the legislative history and the reasons and purposes urged 
therefor by the proponents thereof. 

The Federal Deposit Insurance Corporation has no control over reserve re- 
quirements of insured banks not members of the Federal Reserve System. Con- 
formance with reserve requirements of such banks is checked during examination 
by the Corporation’s examiners. Any failure to comply with State law respect- 
ing reserves is noted by the examiner, considered by the Corporation in conjunc- 
tion with other findings made during the examination, and brought to the atten- 
tion of the appropriate State authorities. 

2. Isn’t one of the primary purposes of requiring reserves, to set aside 
and immobilize a percentage of the assets of a bank as a protection to de- 
positors and/or stockholders? 

With respect to banks members of the Federal Reserve System, the primary 
function of reserve requirements is to enable the Federal Reserve to exert an 
effective influence over the money supply. For such banks the function of re- 
serves as described in the above question is no longer a primary one. 

For State banks not members of the Federal Reserve System—which banks 
hold only about 15 percent of total commercial bank assets—required reserves 
were originally intended to perform, in large part, the function of assuring bank 
liquidity and protecting depositors; they were not established for the protection 
of stockholders. Although legal restrictions generally prohibit or make difficult 
the use of reserves, it is probably true that reserves of banks not members of the 
Federal Reserve may be regarded as standing for the ultimate, though partial, 
protection of depositors. Of course, reserve requirements for such banks also 
serve as a limit on the expansion of banks assets, and it should be noted that 
some States keep their requirements similar to those established by the Federal 
Reserve. 

3. What reasons, if any, exist today for determining reserve requirements 
on the basis of geography or the size or type of a community in which a bank 
is situate? 

It is generally recognized that determining reserve requirements on the basis 
of geography, or the size and type of a community, has led to certain inequities 
with respect to individual banks, and that the original reasons for such differ- 
ences are much less important today than formerly. It is presumably for this 
reason that the Board of Governors of the Federal Reserve System has requested 
the authority embodied in H.R. 5237, which would give the Board more flexibility 
in exempting individual banks from requirements applicable because of their 
locations. We do not see any good reason for not reducing geographic and size 
of community differences as recommended by the Federal Reserve. It is possible 
that situations could arise in the future in which the effectiveness of monetary 
policy would be enhanced by reason of the Board of Governors’ ability to take 
action with respect to banks in certain areas, e.g., in New York City because of 
its position as financial capital and center of the money market, or in Chicago 
for somewhat similar reasons. Consequently, we do not at this time recommend 
alterations in the geographic restrictions other than those proposed by the Fed- 
eral Reserve, particularly so if the Board of Governors believes that H.R. 5237 
will provide sufficient authority to deal with any inequities which might arise. 
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4. Please review H.R. 1032, introduced January 7, 1959, and! let us: have 
your comments thereon indicating which standards, if any, should be 
eliminated therefrom and why and what standards, if any, should. be added 
and why. 

H.R. 1032 proposes that reserve requirements fixed by the Board of Governors 
of the Federal Reserve System for member banks shall be based on. the capital, 
surplus, undivided profits, and deposits of the member banks. We can see no 
advantage or reason for using capital funds as a basis for determining reserve 
requirements since, as noted in our answer to question 2, the primary function 
of reserve requirements is to enable the Federal Reserve System to carry out its 
monetary responsibilities. H.R. 1082 also proposes that reserve requirements 
Shall be equalized, so far as is practicable, between the various member banks 
on the basis of protecting stockholders and depositors. Whether or not reserve 
requirements should be equalized depends basically on whether such a policy 
would permit the Federal Reserve to carry out its monetary responsibilities. 
Again, we would note that the primary function of reserves is not to serve as a 
fund for the protection of depositors or stockholders. H.R. 1032 seeks. to pre- 
vent the creation of unfair competitive positions among member banks by reason 
of differentials in reserve requirements. Presumably in determining such re- 
quirements the Board of Governors takes this factor into account and, as a 
general statement of principle, we have no objection to it. Finally,. the bill in 
question would forbid basing reserve requirements in any way upon the location 
of member banks. As we have noted in answer to question 3, the Federal Reserve 
may have good reasons for believing that there could be certain situations impor- 
tant to monetary control in which the location of member banks.is of some 
importance. 

5. Please set forth, if there are any, the citation and text of any statute 
and of any rule or regulation applicable to the amount of currency and coins 
an insured nonmember bank must keep on hand. 

The Federal Deposit Insurance Corporation does not have any regulations 
applicable to the amount of currency or coin which an insured bank not member 
of the Federal Reserve System must keep on hand. A number of individual 
States have established minimum cash requirements, usually expressed as a 
percentage of reserve requirements. It would be difficult to make a compilation 
of the various State laws in time for inclusion with these answers. Thus we 
direct your attention to “Member Bank Reserve Requirements, Economic Policy 
Commission of the American Bankers Association” (1957), which contains, in 
appendix A, a tabulation by State of the composition of reserve requirements for 
nonmember banks. Also we note that the Federal Reserve Bulletin of March 
1959, reported that a compilation of State laws relating to reserves required to 
be maintained by State banks against deposits had been prepared as of January 
1, 1959, and that copies are available on request. 

6. Is your office consulated in connection with the issuance of permits to 
banks to carry less reserves than required of other banks in the same cities, 
and what standards, if any, does your office use in determining what action 
it should take? 

The Federal Deposit Insurance Corporation is not consulted in connection with 
the issuance of permits to banks to carry less reserves. 

7. What function, if any, does your office perform today with reference to 
the maintenance of reserves by member banks, and precisely what, if any- 
thing, does your office do in connection therewith? 

The Federal Deposit Insurance Corporation performs no function with refer- 
ence to the establishment of reserve requirements for member banks or in the 
maintenance of reserves by such banks. The Corporation does not, of course, 
regularly examine banks members of the Federal Reserve System. On those 
occasions in which such examinations are made, any failure to comply with 
reserve requirements would, as in the case of insured nonmember banks, be 
noted in the examination report and brought to the attention of the appropriate 
authorities. 

8. Is there any bank asset that is less static and less immobile and more 
volatile than cash on hand? 

Cash on hand in a bank is an exceedingly active asset, in the sense that there 
is a continuous inflow and outflow. However, as a percentage of total assets, 
cash on hand is quite stable from year to year, probably much more so than 
many other asset components. 
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9. If the provision in H.R. 5237 for counting cash as a part of reserve is 
enacted, what, if anything, must be done to make sure that the cash so 
counted is always on hand or to the extent that it is diminished, the re- 
serves will be increased by the decrease in cash. 

A sufficient check on vault cash would be provided by reason of the fact that 
each member bank reports periodically on reserves, which reports are supple 
mented and verified during the regular examination procedure. Presumably 
the reports would include vault cash if H.R. 5237 is enacted into law. 

Seasonal drains on cash are usually anticipated, and prepared for, by the 
individual banks. Any unusual cash drain, which would have the effect of de- 
creasing reserves under H.R. 5237, would presumably be taken into account by 
the Board of Governors of the Federal Reserve and appropriate action taken— 
through open market operations or changes in reserve requirements—if such 
action were deemed necessary. 

10. How much manpower will be required if that duty was required to 
be performed by your office as to insured banks? 

Since, as noted in our answer to question 7, Federal Deposit Insurance Cor- 
poration does not regularly examine banks members of the Federal Reserve Sys- 
tem, the provisions of H.R. 5237 would not place any additional responsibility 
on the Corporation and, for that reason, would not require any additional 
manpower. 

11. Do your examiners count coin for coin and bill for bill, the amount of 
cash on hand during their bank examinations? 

Examiners of the Federal Deposit Insurance Corporation count all loose cash. 
Currency and coin packaged under seal by the originating shipper may be 
counted by spot checking a sufficient number of such packages or bags as to rule 
out the possibility of any substantial discrepancies between the actual amount 
of currency and coin on hand and the control figures. It is our experience that 
there is rarely a significant shortage in vault cash. 

12. When was the last time your examiners did that as to the Bank of 
America and each of its branches and when did it last do that as to the 
First National City Bank of New York; how long did -it take and how 
many men to do it in each instance. 

The Federal Deposit Insurance Corporation does not regularly examine banks 
members of the Federal Reserve System and has never examined either the 
Bank of America, San Francisco, or the First National City Bank of New York. 


Mr. Brown. The subcommittee will recess, to reconvene tomorrow 
morning at 10 o’clock. 

(Whereupon, at 12:10 p.m., the subcommittee was adjourned, to 
reconvene at 10 a,m., Wednesday, April 8, 1959.) 
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WEDNESDAY, APRIL 8, 1959 


House oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
SuscomMitTtes No. 2, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a.m., the 
Honorable Paul Brown presiding. 

Present: Messrs. Brown (presiding), Barrett, Vanik, Barr, Moor- 
head, Hiestand, and Fino. 

Mr. Brown. The subcommittee will come to order. 

Our first witness this morning will be Mr. Bell, representing the 
American Bankers Association. 


STATEMENT OF DANIEL W. BELL, ON BEHALF OF THE AMERICAN 
BANKERS ASSOCIATION 


Mr. Betxt. Mr. Chairman, members of the committee, my name is 
Daniel W. Bell. I am chairman of the board of directors of the 
American Security & Trust Co. of Washington, D.C., and chairman 
of the Committee on Legal Reserve Requirements of the American 
Bankers Association. 

My statement will be brief, after which I would like to introduce 
two of my colleagues on the legal reserve requirements committee, Mr. 
David M. Kennedy and Mr. M. Monroe Kimbrel, who will go into 
more detail on certain aspects of the bill before you. 

I want to say at the outset that the American Bankers Association 
has endorsed the amendments to the legal reserve provisions of the 
Federal Reserve Act as proposed by the Board of Governors of the 
Federal Reserve System a | embodied in the bill before you. This 
does not mean, necessarily, that every banker in the country, as a 
member of the American Bankers Association, approves of all the 
provisions in this bill. But the association approved the bill intro- 
duced last year at the request of the Federal Reserve and this year the 
administrative committee of the association reaffirmed that position 
as to the present bill. 

The need for revision of the reserve requirements of the member 
banks of the Federal Reserve System has long been recognized, and 
this need has been publicly stated on many occasions by members of 
the Federal Reserve Board. 

In 1954 the Economic Policy Commission of the American Bankers 
Association undertook a comprehensive study of the whole legal re- 
serve problem. The results of the study were published in a docu- 
ment entitled “Member Bank Reserve Tiqeitemnta? It embodies 


193 








194 MEMBER BANK RESERVE REQUIREMENTS 


quite a large document and is available if any member of the committee 
would like to see it. 

On the basis of its research, the Commission published in 1957 a 
long-range program for reserve requirements, copies of which were 
furnished to this committee. The members of the Board of Governors 
and the staff of the Federal Reserve Board, over a period of several 
months last year, gave very careful consideration to the report of the 
Economic Policy Commission. They have been highly complimentary 
to the members of the Commission for the work it did in this field, 
but apparently they feel this is not an opportune time to advocate 
the long-range program embodied in that report. They do feel, how- 
ever, that it is time to make some changes in order that the Board 
can have more flexibility in dealing with this problem. 

Although the bill before you does not go as far as the American 
Bankers Association plan, we are convinced that it will provide a 
distinct improvement in the system of legal reserves. We believe the 
enactment of the proposed legislation would tend to strengthen the 
Federal Reserve System and, most important of all, would help pre- 
pare the basis for a sound means of financing the Nation’s future eco- 
nomic growth. 

I believe all of us are confidently expecting the American economy 
to continue to grow. During the 1960’s, according to present pre- 
dictions, it may grow at a very rapid pace even though over an ex- 
tended period we may have some interruptions in the long-term trend. 
In line with this expansion, the economy will need additional bank 
credit, deposits, and currency in the years ahead. The banks will 
have to be provided with more funds if they are to be in a position to 
accommodate the public’s growing credit needs. The best way to ac- 
complish this is for the Federal Reserve to reduce reserve require- 
ments from time to time, thus freeing reserves as the economic situa- 
tion makes it necessary for additional funds to be available. 

In recent years banks have increased their loans sharply and many 
have approached a fully loaned position. They have reached a point 
where they will no longer be able to obtain funds to meet future up- 
surges in loan demand by disposing of Government securities to the 
same degree as in the past. Unless reserve requirements are eased in 
the future, there are real possibilities of a liquidity squeeze on the 
banks and a scarcity of loan funds. This would obviously be detri- 
mental to economic growth. 

The bill prop by the Board of Governors and numerous state- 
ments by Chairman Martin and other Reserve officials indicate to us 
that the Federal Reserve officials recognize the importance of reserve 
requirement reductions for future economic growth. The proposed 
legislation would put the Federal Reserve in a better position to pro- 
vide the banks with additional reserves in keeping with the needs of 
our dynamic economy. 

And now, Mr. Chairman, I would like the committee to hear one of 
my colleagues on the legal reserve requirements committee, Mr. M. 
Monroe Kimbrel, executive vice president of the First National Bank 
of Thomson, Ga. His bank is referred to as a country bank. He isa 
member of the legal reserve requirements committee of the American 
Bankers Association as well as chairman of its committee on Federal 
legislation. 
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He would like to comment on those aspects of the bill which more 
particularly affect country banks. Mr. Kimbrel. 

Mr. Brown. I would like to say that I have known Mr. Kimbrel 
for many years. He is an outstanding banker and citizen of my 
State and has the confidence of everybody who knows him. We are 
delighted to have him here as a witness. 


STATEMENT OF M. MONROE KIMBREL, CHAIRMAN, COMMITTEE ON 
FEDERAL LEGISLATION, AMERICAN BANKERS ASSOCIATION 


Mr. Kimpret. Thank you very much, Mr. Chairman, and may I 
suggest too at this point to you and to the members of your commit- 
tee that one of my delights is to be one of your own constituents down 
in Georgia and to have the pleasure of observing you come back here 
year after year to the Congress without opposition for so many years. 
I think it is a tribute to you that you have been doing an especially 
fine job both for our district and for the Nation. 

Mr. Brown. Thank you, sir. 

Mr. Kiwpret. I would like to take a minute or two, if I may, to 
comment further on the vault cash provision of the Federal Reserve’s 
bill. 

The Board of Governors proposes that it be authorized by Congress 
to permit member banks to count vault cash as part of their legal 
reserves, along with balances at the Federal Reserve banks. In all 
relevant respects, vault cash and reserve balances are interchangeable 
and should be treated alike for legal reserve purposes. 

Permitting banks to count vault cash against their legal reserve re- 
quirements would affect all member banks, but especially the thou- 
sands of small banks—the First National of Thomson, for example— 
which generally have to hold fairly large amounts of currency (rela- 
tively speaking, of course) for operating purposes. Most of our cus- 
tomers tend to be smaller ones—farmers and small business borrow- 
ers. We expect, therefore, that the enactement of the vault cash provi- 
sion would improve the availability of credit to these small borrowers 
of ours. 

Including vault cash as part of our legal reserves would have a 
number of advantages. Under the present system, most member 
banks are under constant pressure to keep their holdings of vault cash 
toa minimum. If vault cash were treated as a legal reserve asset, we 
and other member banks throughout the country would be encouraged 
to hold larger stocks of currency that would be available for use by 
the public in the event of a national emergency. Then, too, it would 
tend to diminish the cost to the Federal Reserve banks of handling 
and transporting currency, by reducing the volume of currency that 
is shipped back and forth between the Reserve banks and the member 
banks. 

In the proposed legislation, the reform relating to vault cash is very 
properly coupled with other needed reforms relating to central Re- 
serve and Reserve city banks. This combination of reforms would 
make it possible for the Federal Reserve authorities to make real prog- 
ress toward achieving a fair and sensible legal reserves setup that 
would enhance the ability of the banking system to meet the needs of 
the public. 
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Mr. Betz. Now, Mr. Chairman, our next witness is Mr. David M. 
Kennedy, who is president of the Continental Illinois National Bank 
& Trust Co. of Chicago, and who is also a member of the legal reserve 
requirements committee. 

Mr. Kennedy has served several years with the Federal Reserve 
Board and also with the Treasury, and he is now serving as a member 
of the American Bankers Association Government Borrowing Com- 
mittee. He heads one of the largest banks in the country, and he 
would like to present to you some of the broader aspects of the pro- 
posed legislation. 

Mr. Kennedy. 

Mr. Brown. You may proceed, Mr. Kennedy. 


STATEMENT OF DAVID M. KENNEDY, ON BEHALF OF THE 
AMERICAN BANKERS ASSOCIATION 


Mr. Kennepy. First, Mr. Chairman, it might be helpful to the com- 
mittee to give a little of the background of the present legal reserve 
requirements. Banks were originally required to keep reserves at the 
Federal Reserve banks largely for purposes of liquidity. This was a 
major problem under the old national banking system. However, 
practice has shown that reserve requirements cannot be used to any 
great extent to meet cash withdrawals. Cash needs of a going bank 
must be met largely by drawing on excess reserves and other cash assets 
or by liquidating security assets or borrowing from the Federal Re- 
serve. In the final analysis, therefore, the liquidity of the banking 
system as a whole now depends on the ability and willingness of the 
Federal Reserve to supply additional funds to the banking system in 
periods of stress. 

Similarly, the assumption that required reserves would aid the 
depositor in time of bank distress has been changed; for it has been 
seen that these reserves would only cover a fraction of a depositor’s 
claim. Hence, deposit insurance has replaced required reserves as a 
means of deposit protection. 

Today member bank reserve requirements have importance pri- 
marily because they are an essential part of the mechanism through 
which the Federal Reserve can influence credit conditions and thereby 
influence prices and economic activity. It is because of this change 
in the function of reserve requirements that I wish to reemphasize 
the point made by Mr. Bell—the desirability of reducing reserve 
requirements from the standpoint of financing long-run economic 
growth. 

Looking to the future, H.R. 5237 has important implications for 
the financing of the long-term growth of the Nation’s economy. The 
expansion of our economy in the 1960’s will necessitate a growing 
supply of deposits, currency, and bank credit. The Federal Reserve 
will have to supply additional reserves to the banks so that they can 
accommodate the public’s gradually rising needs for credit and money. 
The best way to accomplish this would be to have the Board of Gov- 
ernors reduce reserve requirements. H.R. 5237 would put the Federal 
Reserve in a better position to supply these additional reserves as they 
are required to support the growth of our economy. 
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With regard to the proposed inclusion of vault cash as part of 
member banks’ legal reserves, there is widespread agreement that 
vault cash should be treated as a legal reserve asset, on a par with 
reserve balances. In the original Federal Reserve Act, vault cash 
was counted as part of legal reserves, but it was eliminated in 1917 
in an effort to concentrate more of the Nation’s gold stock in the 
Federal Reserve banks. During the 1920’s, moreover, it was feared 
that restoration of vault cash as a legal reserve would impair the 
reserve position and lending power of the Reserve banks. Today, 
however, member banks cannot withdraw gold, and the Federal Re- 
serve banks have more than adequate lending power. Hence, vault 
sash is prevented from serving as legal reserves for historical reasons 
that no longer have any validity. 

In this same vein, it is also worth noting that banks which do not 
become members of the Federal Reserve System have their reserve 
requirements set by their State, and in every case the State has allowed 
vault cash to be included in required reserves. This places banks 
belonging to the Federal Reserve System at some competitive 
disadvantage. 

Permitting the banks to count vault cash against their legal reserve 
requirements would be of particular benefit to the smaller banks that 
need to hold relatively large amounts of currency for operating 
reasons. Country member banks hold about $1.4 billion of vault cash, 
which is more than 60 percent of the total amount held by all member 
banks. 

The proposed reduction in the range of reserve requirement ratios 
applicable to central Reserve city banks would go far toward elim- 
inating the present inequitable treatment of these banks. Since banks 
now rely on the Federal Reserve as their central bank rather than on 
large city institutions, the discrimination against New York City 
and Chicago banks is no longer warranted. The proposed legislation 
would be a worthwhile move in the direction of eliminating this 
inequity. 

Similarly, the proposed broadening of the Board’s authority to re- 
duce reserve requirements of individual banks in the central Reserve 
and Reserve city categories would give the Board more leeway to al- 
leviate some of the inequities that exist in our legal reserve arrange- 
ments, 

The three main provisions of H.R. 5237 add up to a well-balanced 
legislative proposal that will permit the Board of Governors to make 
badly needed changes in the legal reserve structure. 

H.R. 5237 has, however, a much wider significance. For one thing, 
it would tend to strengthen the Federal Reserve System. In the past, 
excessive reserve requirements have discouraged many banks from 
joining the System. Enactment of the vault cash proposal, as well 
as the other provisions of the bill, would have the desirable effect of 
reducing one of the obstacles to membership. This, of course, would 
tend to enhance the effectiveness of Federal Reserve monetary policy. 

All in all, the amendments now proposed represent a long step for- 
ward toward a more rational and equitable system of legal reserves. 
The amendments are comprehensive, yet easy to understand and ad- 
minister in addition to being consistent with previous practice. 
Passage of this bill would be an important step in the direction of 
modernizing our legal reserve arrangements in line with the great 
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changes that have occurred in the structure of American banking over 
the past decades. Even more important, it would tend to strengthen 
the Federal Reserve System at would improve the ability of the 
banking system to meet the future needs of our growing economy. 
Enactment of these proposals into law would thus serve the broad 
public interest. 

Mr. Brix. Mr. Chairman, that completes our formal presentation. 
If you or other members have any questions, we will try to answer 
them. If we do not have the information here we will try to furnish 
it for the record. 

Mr. Brown. Gentlemen, I think you have made a splendid 
presentation. 

I would like to ask you a few questions. With the authority con- 
tained in the bill which permits the Board to fix lower reserves for 
banks in central Reserve cities or Reserve cities on the basis of char- 
acter of business transacted, do you believe there is any need to con- 
tinue the designation of central Reserve cities? 

Mr. Bexx. I did not get the last part of your question, Mr. Chair- 
man. 

Mr. Brown. Do you believe there is any necessity to continue the 
designation of central Reserve cities ? 

Mr. Bex. Mr. Chairman, as I pointed out, the Economic Policy 
Commission of the American Bankers Association made quite a study 
of this subject and made several recommendations, among which was 
the elimination entirely of the classification of cities. 

We do not feel that there is any logical reason for continuing the 
classification, and of course that applies to the central Reserve cities. 
However, in our conferences with the Federal Reserve Board in try- 
ing to come to some agreement on all of these matters, we agreed to 
support this bill even though it retains the central Reserve city classi- 
fication. We do not think there is any logical reason to continue the 
classification, but the Federal Reserve Board feels that there may be 
some occasion when they will want to use that classification, so as to 
differentiate in the reserve requirements as between central Reserve 
and Reserve cities. 

Mr. Brown. Mr. Kennedy. 

Mr. Kennepy. I personally would favor continuing the “central 
Reserve city” designation. I agree with what Mr. Bell said, as to the 
negotiations between the ABA and the Federal Reserve Board, that 
there was discussion leading to eliminating all the designations, and 
that would be all to the good if you could work out formulas that would 
give and take and equate the reserve picture. 

The question of “central Reserve city” designation, it seems to me, 
is relatively unimportant in this bill. The bill does fix the maximum 
and minimum percentages the same, 10 and 20. That within that 
10 and 20 percent the Board has power to have a difference between 
the central Reserve and Reserve cities. 

They see, and may well see conditions where they would want to 
have a difference—large inflow of gold into New York, or some other 
changed economic condition of an emergency nature, perhaps, where 
they would like to have that. I feel that the “central Reserve city” 
designation has lost its—that is, that New York and Chicago have lost 
position relative to the rest of the country. There has been dispersal 
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of industry throughout the country and deposits have flown to the 
hinterlands and that, relatively speaking, New York and Chicago have 
lost some of the effectiveness of the designation. : 

The “central Reserve city” designation is a historical one, a tradi- 
tional one; it may have some significance from a prestige standpoint, 
it may have—at least in the State banking laws, they will say that a 
State bank not a member of the Federal Reserve System must carry 
its reserves in a central Reserve city bank, or a Reserve city bank, and 
for whatever value that is, it could be retained. 

I think the legislation as proposed by the Federal Reserve Board, 
which encompasses all three, vault cash, which is an important con- 
sideration, and then the power to reduce requirements of individual 
banks in a given city based on character of business, and then of fixing 
the percentages at 10 and 20 in central Reserve and Reserve cities 
together, working toward, over a period of time, uniformity, is good 
legislation. 

Mr. Brown. Mr. Kimbrel, do you desire to make any comment on 
this question ¢ 

Mr. Kimpret. Mr. Brown, we served as a part of a committee which 
has been working on this; we had many meetings with the Federal 
Reserve Board. It has been our thought that the entire legislation as 
presently proposed is sound and we would be inclined to support it as 
it is, with no objection to that feature. 

Mr. Brown. Now, gentlemen. I want to ask you this question: 
Should Congress write into the law standards to guide the Board in 
weer the term “character of business”? What is your comment 
on that ? 

Mr. Brett. I am sorry, Mr. Chairman, I cannot hear you back here 
too well. 

Mr. Brown. I asked if Congress should write into the law standards 
to guide the Board in evaluating the term “character of business.” 

Mr. Bett. We would not know how to suggest the writing of stand- 
ards. We would prefer to leave flexibility and discretion in the hands 
of the Federal Reserve Board to determine what should be done under 
that provision of the bill. We just do not know what standards you 
could write, and in prescribing standards we might even get more 
restrictions and inequities than we have now. 

Mr. Brown. Do you not think you and the Federal Reserve ought 
to get together and formulate some standards to be placed in the bill ? 

Mr. Bet. We discussed that a great deal, but there was not any 
unanimity of opinion, and I do not think they have definitely in mind 
just what might be needed under various conditions. So the language 
is broad enough to give them the flexibility they need. 

Mr. Brown. It certainly should state some standards; should it not? 

Mr. Bet. Yes, sir; it probably should, but they might not cover 
every situation that would arise. We believe flexibility and discretion 
in the Board are essential. 
ey Brown. Mr. Kennedy, do you care to make any comment on 
that ¢ 

Mr. Kennepy. I would leave that to the discretion of the Board, 
to take account of future changes in conditions. When you start, in 
legislation, to fix standards, they have to be very general in nature, 
otherwise they might be too restrictive and cause difficulty. 
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_ Mr. Brown. Don’t you have any idea about standards that could be 
included in the bill ? 

Mr. Kennepy. Well, I think it would have to do with the type of 
business, or the character, and that character does give you some stand- 
ard. It is pretty hard to define, however. I think what they have in 
mind would be a bank that has really the type of business that the 
small outlying bank has, that they now have power to designate as a 
country bank, but they have had difficulty in administratively han- 
dling that situation because sometimes they are not located in an out- 
lying area, but are located near the center of things, and yet the type 
of business they do would be precisely like that of the bank of Mr. 
Kimbrel—it would be a local, small banking situation. How you 
define that I do not know. 

Mr. Brown. Well, gentlemen, I feel we ought to have some stand- 
ards in the bill. I cannot understand why you cannot write any 
standards. 

Now, gentlemen, this bill in effect lowers the limits on reserve re- 
quirements. How can we be sure the limits would be high enough? 
Mr. Bell? 

Mr. Bet. We believe, and I think the Board believes, that the lim- 
its fixed in this bill would certainly be high enough for any situation 
that can be foreseen. If any emergency arises where limits need to 
be higher, then the Board would have to come back to Congress and 
get them raised to cover that particular situation as they did before. 

ut, we do not see any reason for reserve requirements being even even- 
tually as high as the 20 percent which is the maximum proposed under 
this bill. But if they need to be higher, I should say they should come 
back to Congress and explain the reasons why they need to be higher 
and ask for authority to raise them. 

Mr. Brown. Mr. Kennedy, do you care to comment on this ques- 
tion ? 

Mr. Kennepy. I think looking at the way I see conditions develop- 
ing, the trend will be to reduce them instead of increase them. Of 
course, they have broad power in the open market operations to control 
reserves. And they have been using the open market technique con- 
sistently. So Ido not see that they need any powers to increase them. 
It seems to me that their problem will be to lower them to take care 
of the growing needs of the economy. 

Mr. Brown. Do you care tocomment, Mr. Kimbrel ? 

Mr. Kimeret, Mr. Chairman, it would seem that even though the 
Federal Reserve Board at the moment believes that there is no prospect 
in the foreseeable future, in our growing economy, that would require 
an increase in the requirements above the limits that are specified in 
your bill, it would seem, in the event any unusual circumstance should 
arise that it would be only proper that they should come back to the 
Congress and ask for that authority. 

Frankly, it appears to me that the limits are sufficiently high and 
would serve the purposes they are designed to accomplish. Asa mat- 
ter of fact, we think that they can operate very efficiently with far 
lower reserve requirements even now, and will need to do so to provide 
the funds needed for this growing economy. 

Mr. Brown. Mr. Barrett, do you have any questions? 

Mr. Barrett. No questions. 
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Mr. Brown. Mr. Fino? 

Mr. Fino. Mr. Bell, can you give this committee a sound, good rea- 
son why a higher differential on central Reserve city banks should be 
imposed? Being from New York City, I am very much concerned 
with that problem. 

Mr. Bexu. Originally—Mr, Kennedy can correct me if I am wrong 
—it was because the central Reserve cities had a large part of the 
banking reserves of the country deposited there. They were and still 
are correspondent banks for a great many banks throughout the coun- 
try, and they had very large deposits from those sources. Today, 
however, there are many banks in other cities in the country that carry 
correspondent balances much larger relatively speaking; than even the 
central Reserve city banks. That, I think, was the cause of the origi- 
nal differential. 

Mr. Kennepy. I think that is largely true. 

Mr. Fino. That goes back several years, does it not? 

Mr. Kennepy. Yes. 

Mr. Fro. Do you see any reason why it should be continued today ? 

Mr. Bex. No; as I pointed out, our commission felt that there was 
no reason for the differential and that there should be uniformity. 
However, we agreed with the Board that we would support this bill in 
its present form. 

Mr. Kennepy. May I make one comment, Mr. Fino? 

Mr. Fino. Certainly. 

Mr. Kennepy. This does not make a higher percentage for central 
Reserve cities as against Reserve cities. This gives precisely the 
same range, 10 to 20 percent. It merely has in it a power in the 
Board of Governors of the Federal Reserve System to continue a 
differential. 

Mr. Fino. But you still have three classifications ? 

Mr. Kennepy. Yes, but for the first two, the central Reserve and 
Reserve cities, you have the same brackets, with power in the Board 
to make a difference if they want to. 

Mr. Fino. But you still have different requirements. I do not see 
the reason for the difference. 

Mr. Kennepy. The requirements are the same in the bill, Mr. Fino. 

Mr. Betz. The requirements in the bill are the same. 

Mr. Brown. The Federal Reserve can fix one higher than the 
other. 

Mr. Bex. That is right. 

Mr. Kennepy. The power is vested in the Board, in the case of their 
judgment, to have a differential between the two; that is right. 

Mr. Brown. Any other questions? Mr. Vanik. 

Mr. Vanix. I would like to ask Mr. Kennedy this question. I am 
interested in the effect on member banks, of the reserve requirement 
for deposits. Would you object to telling us whether or not the re- 
quired deposit which your bank has to make with the Federal Reserve 
is about the equivalent of your total capital funds? 

Mr. Kennepy. Mr. Vanik, it is in excess of our total capital funds. 
We have deposits of—I do not know what the net demand deposit 
figure would be on the basis of which we carry our reserves, and on 
the time deposits, but our reserve balance requirements would be 
higher than our total capital. 
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Mr. Vanrx. Your total capital, including—— 

Mr. Kennepy. My recollection is that our reserve balance with the 
Federal Reserve will run $320 to $340 millions, and our capital funds 
in the area of $250 million. 

Mr. Bretu. That is about the same relation as in the bank I represent. 
We have a reserve requirement of about $35 or $38 million, in a $340 
million institution, and our total capital funds are a little over $20 
million. 

Mr. Vanrx. Would it include your capital funds and undistributed 
profits ? 

Mr. Kennepy. I was including everything. 

Mr. Vanrx. Just about the total of the aggregate of those two? 

Mr. Bex. No; that includes capital, surplus, and undivided profits. 

Mr. Vanrx. This money remains with the Federal Reserve without 
any interest to you. It does not earn anything as far as your bank 
is concerned, is that right ? 

Mr. Kennepy. That is right. It is impounded there, as far as we 
are concerned. 

Mr. Vanix. What does the Federal Reserve System do with it? 

Mr. Kennepy. As far as the Federal Reserve System is concerned, 
it provides them with the power and the ability to influence credit 
conditions. It is part of the mobile funds. 

Mr. Vantx. Well, you have got $300 million tied up with the Federal 
Reserve Board, you say. What is that money doing there? 

Mr. Kennepy. Well, of course—— 

Mr. Vanix. What are they doing with it? 

Mr. Kennepy. They have Federal Reserve notes outstanding, they 
have loans to member banks; they operate as the central bank and 
provide the real liquidity of the banking system. 

Mr. Vanrx. And it earns a fee for the Federal Reserve System, 
does it not ? 

Mr. Kennepy. And for the Treasury. 

Mr. Vantk. I raised this question yesterday: The release of your 
vault money would add to the credit of the country, would it not, 
about $2 billion on a gradual basis ? 

Mr. Bett. Yes. 

Mr. Vanix. I would like to ask you as to whether or not this added 
money or credit would find its way into the purchase of Government 
securities so that it could create even more money. What is your 
opinion on that? 

Let us assume that this vault cash is released to you, and you in 
turn went out and invested in Federal securities on which you could 
issue more credit. 

Mr. Kennepy. Well, actually, in the administration of the law, the 
Federal Reserve undoubtedly would release those reserves gradually 
as they might be needed in the economy for the banks to make loans 
and investments. 

I suppose immediately, on the release of reserves, it would flow 
into the Government market, because we follow a fully invested 

licy. 

a Vanix. And if you went into the Government market you could 
float some more loans on that, could you not? It would expand your 
credit. A $2-billion release of vault reserves could parlay itself into 
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how many billions of added credit? How much more would that add 
over and above the $2 billion if it all went into Federal securities? 

Mr. Kennepy. Well, you see, in the nature of banking: 

Mr. Vanix. Credit has a way of parlaying itself, does it not? It 
multiplies ? 

Mr. Kennepy. Federal Reserve credit has an expansion ratio, that 
is right, and as we make loans or investments, we do add to the money 
supply. But they have the overall control of that multiple ratio by 
their control over the reserve requirements, and by open market 
operation. 

Mr. Vani. It is controlled by arbitrary rules fixed by the Reserve 
Board over which we have nothing to say here? 

Mr. Kennepy. Well I would not say arbitrary. 

Mr. Vanrx. There are no guideposts, in standards, no factors to 
guide Federal Reserve action within certain limi areas. It is 
complete, wide-open discretion as far as we are concerned, is it not? 
There is no appeal? There is no court relief in the event of an ar- 
bitrary decision ? 

Mr. Kennepy. Well, I suspect that there is, because they were 
created by you and they report to you regularly, and as I remember, 
many of the committees of Congress are always having Mr. Martin 
and members of the Board 7 here to give an account of their 
stewardship. So I do think you have control. 

Mr. Vanik. Well we get the courtesy of a report. Let’s put it that 
way. 

Mr. Kennepy. I am not here to champion the cause of the Federal 
Reserve, although I did work for the Federal Reserve for many years, 
and they do have a tremendous responsibility in this. You are right 
on that. 

Now on the question of where these funds would go, our primary 
purpose is to take care of the needs of our customers, to make loans as 
our individual business customers need them. That is our first re- 
sponsibility in our lending business. That is a fundamental rule of 
banking. Any release of reserves eventually will be used as the cus- 
tomers demand and need that money. 

Mr. Vanrk. It would serve—— 

Mr. Kennepy. The residual amount will go into Government secu- 
rities. We merely use Government securities to adjust our reserve 
position, where we do not have the demand on the customer side. 

Mr. Vanrk. The way you say it, it sounds as though the residual 
amount, the amount that cannot profitably be invested in other places, 
finds its way into Government securities. Is that correct? 

Mr. Kennepy. That is almost correct. 

Mr. Vantx. Almost correct? 

Mr. Beri. I would think, Mr. Vanik, that is entirely up to the 
judgment of each individual bank. In addition to the reserves re- 
quired in the Federal Reserve banks, each banker feels that he must 
have a secondary reserve, and that secondary reserve is usually in 
Government securities. That is what we spoke of a while ago when 
we said that the banks were getting loaned up. We did not mean they 
were a hundred percent loaned up, but they are loaned up to the point 
where they feel they cannot go further into their sevice reserves. 
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So there is quite a volume of secondary reserve in Government secu- 
rities in the banking system. 

Mr, Kennepy. That is a good statement. 

Mr. Vani. Let me ask you this one further question. I do not 
know whether I have full propriety in asking it. Is there any tax 
advantage in leaving the money with.the reserve ? 

Mr. Bewu. Any tax advantage to the banking system ? 

Mr. Vanix. To the individual banks. 

Mr. Beux. The only tax advantage is we do not get any earnings on 
it and we do not have to pay taxes on earnings we don’t get. 

Mr. Vanik. One final question. Will the release of this vault cash 
from the reserve requirement serve in any way to reduce the pressure 
or tension on the rising interest rates? Will it have any noticeable 
effect?’ Weare pushing right up to the limits of usury right now and 
I am wondering whether we must go all over the country and repeal 
all the usury laws. As a matter of fact, perhaps we should have a 
Federal usury law. I think that would be a fine thing. 

Mr. Bex. I think that depends on the volume of released reserves 
thrown intothe market. In large volume they would have a tendency 
to reduce interest rates, if not off: set any open market operations, 
certainly until those excess reserves find their way into the economy 
through loans. 

Mr. Vantk. Is there not a point where interest rates become sinful ? 
They may be legal but sinful. 

Mr. Bex. Well, we have to have interest return in order to make 
a living in this business. 

Mr. Kennepy. I do not think bank lending rates are high: There 
are none of the commercial banks that I know that are charging rates 
that you would put in your usury class. 

Mr. Vantx. I must say from all I can gather that the complaint is 
not that your rates are high, but that the loans are not available. 
That is the complaint about commercial banks, that the loans are 
simply not available. The rates are certainly not as high as com- 
mensurate rates in some other financial areas. 

Mr. Kennepy. Yes. 

Mr. Kimepre.. Mr. Vanik, may I suggest the viewpoint of some of 
our country bankers today is that the way we anticipate the Federal 
Reserve Board would release these reserves, they would not get back 
very fast into investment in Government bonds for the simple reason 
that many of our country banks are at the point now of being almost 
loaned up, and about the only recourse at this point is to have some 
of these reserves released for the purpose of taking care of farmers 
and small businessmen that are asking for credit. 

Frankly, we are seeing more and more of our small country banks 
resorting to borrowing to take care of loan demand in certain brief 
periods. We think this bill would really make a first-class contribu- 
tion to the possibility of serving some of these people who actually 
need the credit in this growing economy. 

Mr. Vantx. That is all. 

Mr. Brown. Mr. Barr. 

Mr. Barr. I have a question for Mr. Kennedy. Mr. Kennedy, in 
your statement today, and in our testimony yesterday we heard that 
one of the reasons for preserving the three classifications, especially 
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the central city Reserve classification, was to protect the United 
States, the credit facilities of the United States against a great influx 
of gold. As I recall, sir, we have had his extraordinary influx of gold 
in the thirties, is that correct, sir? 

Mr. Kennepy. Yes. 

Mr. Barr. And in 1947-48? 

Mr. Kennepy. Yes. 

Mr. Barr. Now, may I ask an opinion from you, sir: Do you see 
anything in the future shaping up that might bring in another great 
influx of gold into this country that would be troublesome ? 

Mr. Kennepy. Not at the moment. The reverse is true, and has 
been substantially for some time. But I could not sit here and say 
that it could not happen. Conditions change. The best laid plans 
of mice and men, you know. 

Mr. Barr. That is true. 

Mr. Kennepy. And there are many other factors, emergency situa- 
tions. I cannot sit here and enumerate all of them, but I think that a 
case could be made on an emergency basis. 

Mr. Barr. Sir, as I remember, in the thirties, and immediately after 
the war, when this influx of gold did pour into the United States, the 
Federal Reserve Board, probably very wisely, raised your rate in 
central Reserve cities to 26 percent, your reserve requirements, is that 
correct ? 

Mr. Kennepy. That is correct. 

Mr. Barr. Now we are reducing it to 20 percent. So we have cut 
off part of their authority to cope with an influx of gold at the mo- 
ment. 

Mr. Kennepy. Of course you had heavy redundant reserves at that 
time and loans were not in great demand. We have had a long period 
where the banks have gotten a high percentage of their assets now in 
loans, and there is a much different pattern. We have had greater ex- 
perience in seeing the Federal develop and operate in the open market. 
We have had a broader and more resilient Government bond market 
in which they can function better than they could at that period of 
time. It is inconceivable to me at this point to see any situation where 
they would have to go above the 20 percent. But if they should, as 
Mr. Bell indicated, they could come back to Congress and ask for ad- 
clitional power. 

Mr. Barr. That is right. One other question: When this gold 
comes in, does it hit Chicago or is it concentrated in New York? 

Mr. Kennepy. I should think the first blush is New York. We 
would like to get some of it out there. 

Mr. Barr. What I am trying to make out of all this is, if there is 
no foreseeable influx of gold coming into the United States, if we are 
cutting reserves to 20 percent, when the Federal Reserve Board did 
need 26 percent in the past, it is difficult for me to follow your reason- 
ing in preserving the central Reserve city classification. I respect 
your views, and I come from the Midwest, but I do not follow your 
reasoning in preserving this distinction. 

I have checked with my own bankers in my district, and the first 
thing I asked them was this. If we knock out this central Reserve 
city classification and everybody has the same rates, what is going to 
be your competitive situation ; and their answer to me, that it is rough 
enough anyway and that this would not make it any rougher. 
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Mr. Kennepy. I do not think the central Reserve city designation 
part of this piece of legislation is the essential part. 

Mr. Barr. I do not either, sir. 

Mr. Kennepy. I think it is a package piece of legislation that takes 
care of the broad needs. One is vault cash and the other is the indi- 
vidual bank situation, and the same percentages. 

Mr. Barr. That is right. 

Mr. Kennepy. The Federal Reserve feels that they need this power. 
I would go along with that view, and as far as the competitive situa- 
tion is concerned, you could make a strong argument that the New 
York and Chicago banks, in having the designation, even though the 
percentage is the same, might get some country bank balances because 
of the designation. We are a large correspondent bank and selfishly 
I could argue with you that we would like to keep the designation for 
that purpose. I would like to see the percentages the same under the 
present situation. I think there is no reason for having a different 
percentage of reserve requirements right now between New York and 
Chicago and Reserve cities, and if the trend keeps going, we might be 
in here asking you to give us a lower one than the Reserve cities. 

Mr. Barr. I have one question for Mr. Kimbrel. It was asked yes- 
terday what this would do, what the effect of this legislation would be 
on small business—I notice at the bottom of the first page you said: 

We expect, therefore, that the enactment of the vault-cash provision would 
improve the availability of credit for the small borrower. 

We have a vast respect for Mr. Balderston. I believe what he said 
was that there was no direct effect. Do you not think this would help 
small business? Perhaps I am putting words in your mouth. 

Mr. Krupret. Well, maybe he is correct in that there would be no 
direct effect. But we believe in our little bank that it would provide 
us with the tools by which we could make more credit available to 
deserving small borrowers, farmers, small businessmen. And frankly 
that is one of the appeals I am making to you gentlemen this morning 
on behalf of our bank. 

Mr. Barr. I am sure that is what Mr. Balderston intended to say. 

Mr. Bex. Sixty percent of the vault cash is in the small country 
banks and if you release that volume of reserves to the country banks 
they would certainly loan it out wherever the credit needs justified it. 

Mr. Barr. In Sie words, if this Congress can help the small 
country banks, they in turn can help their small businessmen. 

Mr. Bex. They are serving small business. 

Mr. Kennepy. And the big banks make loans to small business and 
small customers, too. 

Mr. Barrett. Well you yield? 

Mr. Barr. Yes, sir. 

Mr. Barretr. Could that be possible unless we had some standards 
in the bill, to guide the money into small-business channels? 

Mr. Kimpret. I do not quite follow you, Mr. Barrett. 

Mr. Barretr. Without some standards in the bill how could you 
get this money into the small-business category ? 

Mr. Kimerex. Well, I don’t remember the exact. figures, but I be- 
lieve there are 6,500 members in the Federal Reserve at this time and 
more than 6,000 of them are country banks such as mine. Sixty 
percent of the reserves are there, and the only people we make loans 
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to by nature of our business and the capital and size of our banks 
must be small people—small business—farmers, smal] businessmen. 
We can make none to any others. 

So just by the nature of the thing, 60 percent of it is going to go 
to small business. 

Mr. Brown. Mr. Moorhead. 

Mr. Moorneap. Mr. Kimbrel, in addition to the aid to small business 
which you have suggested, would not the power to classify small 
banks in large cities, as country banks, tend to provide additional aid 
to small business ¢ 

Mr. Kimpret. Mr. Moorhead, I believe that is one of the provisions 
in this bill, to give this Board that authority. I must first of all 
admit to you that I am not completely familiar with that area, but 
it would certainly seem to me that there again, by the nature of the 
business that they do, their own capital structure, the general tenor 
of their business customers, that they would of necessity have to make 
the loans largely to small operators. 

Mr. MoornHeap. That is all. 

Mr. Brown. Mr. Vanik. 

Mr. VanrK. I have one further question—and I want to say this, 
Mr. Chairman, that I am addressing this question not because of any 
yreat personal interest, but all of us have received a communication 
from Governor Stratton of Illinois, and our colleague Congressman 
Arends has directed our attention to this communication. I would 
like to address this question to Mr. Kennedy particularly. He talks 
about the classification of Chicago as a central Reserve city. He 
says: ; 

Fourteen Chicago banks are required to keep sterile and idle with the Federal 
Reserve Bank of Chicago a higher percentage of their resources than any other 
member banks of the country with the exception of 18 similarly located in New 
York. No sound reason appears why the Federal Reserve Board should impose 
New York, which are the only two cities of the country so treated by the Board. 
All whom I have consulted with on this matter are agreed that the higher 
reserve differential imposed on these 14 banks in Chicago cannot be justified on 
monetary or economic grounds. 

Then he complains about the economic effect on the State of Dli- 
nois, because of the imposition of this higher reserve differential. 

What comment do you have to make on that communication ? 

Mr. Kennepy. I could hardly add, Congressman, to what I have 
already said. I did not know that the Governor had written such a 
letter. Undoubtedly he feels that way or he would not have written 
it. The point is that it does not make a distinction between the 
range. The range is the same, 10 to 20 percent. The question is in 
the discretionary use of that range by the Federal Reserve Board. 

Mr. Vanik. Well, he complains about the economic impact on the 
State of Illinois. That is the substance of his letter. What com- 
ment do you have on that? Is he correct about it? 

Mr. Kennepy. To the extent that the central Reserve city banks 
in Chicago at the present time have a higher rate of reserves than do 
the country banks, there is impounded at the present time some addi- 
tional reserves—I do not know just how much that would be. It is not 
a terrific figure, however, even if you put an expansion ratio on it. 

I think that at the present time the reserve ratio should be the same. 
Under present economic conditions. To that extent I agree com- 
pletely with the Governor. 
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Mr. Vanrx. Could you provide the committee with an estimate or 
figure which would relate to the total amount of reserves that are 
impounded ? 

Mr. Krennepy. It is a simple matter of arithmetic, and I can give 
you the figures. 

Mr. Vantk. I understand that we have them. 

Mr. Kennepy. The thing to do would be to take the different 
percentages. 

Mr. Vantx. Our counsel advises us that we have them in the mate- 
rial submitted by the Federal Reserve System, so disregard my ques- 
tion. 

Mr. Kennepy. Very well. 

Mr. Vani. Has this letter been placed in the record, Mr. Chair- 
man ? 

Mr. Brown. Not yet; gentlemen, we are glad to have your testi- 
mony. You may be excused. 

(The following questions, referred to at p. 319, were submitted 
by Hon. Abraham J. Multer, to the American Bankers Association. ) 


ANSWERS TO QUESTIONS ADDRESSED BY REPRESENTATIVE MULTER TO AMERICAN 
BANKERS ASSOCIATION IN RE H.R. 5237 


Question 1. Isn’t one of the primary purposes of requiring reserves, to set 
aside and immobilize a percentage of the assets of a bank as a protection to 
depositors and/or stockholders? 

Answer. The primary purpose of requiring a member bank of the Federal Re- 
serve System to set aside a percentage of its deposits as reserves is to supply the 
Federal Reserve System with the necessary tools to effectuate its monetary 
policies. 

Originally banks were required to keep reserves in large part as a means of 
furthering bank liquidity and thus protecting depositors and stockholders. 
However, experience has shown that reserve requirements cannot be used to 
any great extent to meet cash withdrawals, since they must be maintained. The 
eash needs of a going bank must be met largely by drawing on excess reserves 
and other cash assets or by liquidating security assets or borrowing temporarily 
from the Federal Reserve. The liquidity of the banking system as a whole thus 
now depends not on the amount of legal reserves the individual banks maintain 
but on the ability and willingness of the Federal Reserve System to Supply addi- 
tional funds to the banking system in periods of stress. 

Similarly, the feeling that required reserves would aid the depositor in time of 
bank distress has also been changed; for it has been seen that these reserves 
would only cover a fraction of all depositors’ claims. Hence, deposit insurance 
has replaced required reserves as the means of deposit protection. There is 
widespread agreement today that the primary function of required reserves is 
to facilitate credit control. 

This question is fully covered in the study made by the Economic Policy 
Commission of the American Bankers Association on reserve requirements, 
entitled “Member Bank Reserve Requirements,” a copy of which study is at- 
tached hereto. 

Question 2. Please review H.R. 1032, introduced January 7, 1959, and let us 
have your comments thereon indicating which standards, if any, should be 
eliminated therefrom and why and what standards, if any, should be added and 
why. 

Answer. Commenting on H.R. 1032, we would say that reserves should be based 
solely upon deposits and not upon capital, surplus, and undivided profits as well, 
as is provided in this bill. The first responsibility of bank management is to 
protect the depositor, and the stockholder’s protection is secondary although 
any provision that will protect the depositor will, as an end result, also protect 
the stockholder. The standards governing reserve requirements are fully cov- 
ered in the study of the Economic Policy Commission of the American Bankers 
Association, and provide for the equalization between various member banks, 
and also provide for those standards that will avoid the creation of unfair, com- 
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petitive positions between member banks because of differentials in reserve 
requirements. 

Reference is made to the study which is attached hereto. 

Question 3. Is there any bank asset that is less static and less immobile and 
more volatile than cash on hand? 

Answer. The total amount of cash held by the average bank varies very little 
from day to day. Usually the amount paid out in any one day is approximate- 
ly equaled by the amount of cash deposited ; so that the total at the end of the 
day will not vary greatly from the total cash on hand at the opening of busi- 
ness at the start of the business day. This will be true unless the bank carries 
a number of large payrolls, in which case cash is usually brought in in anticipa- 
tion of the cashing of the payroll checks; so that the average amount of cash 
on hand varies materially only on the days before the payroll checks are 
paid. 

As a general rule, vault cash remains fairly steady in volume and fluctuates 
considerably less than the amount of most other individual asset types held 
by the commercial banks. 

In other words, the demands for cash are predictable, and arrangements for 
maintaining the item “Cash on hand” at a fairly steady total are not too diffi- 
cult in the average bank. 

Question 4. If the provision in H.R. 5237 for counting cash as a part of reserve 
is enacted, what, if anything, must be done to make sure that the cash so 
counted is always on hand or to the extent that it is diminished, the reserves 
will be increased by the decrease in cash. 

Answer. The computation of reserve is made daily and if found to be deficient, 
is usually immediately covered by transfer of additional funds to the reserve 
account at the Federal Reserve bank. If part of the cash is used in the reserve 
computation, and, for any reason, should be diminished, the required reserve 
could be readily supplied by adding to the account carried at the Federal Re- 
serve bank. Vault cash was counted as part of the reserve requirements up 
to 1917, and no difficulties were reported in the operational procedures con- 
nected with this authorization. 

Question 5. If the provision of H.R. 5237 is enacted, permitting cash to be 
counted as a part of reserves, how can we safeguard against an unscrupulous 
banker pretending to have cash on hand that is not there, counting it as a part 
of reserves and then making loans against such nonexistent reserves. 

Answer. An unscrupulous banker who falsifies his books and accounts to show 
as an asset, cash, bonds, or notes that are nonexistence, would soon be caught 
by the bank examiners, and would be subject to the severe criminal penalties 
provided in the banking law. Answering the latter part of the question, loans 
are never made against reserves. 

Question 6. What happens under the following circumstances: On Monday, 
a bank has $2 million in cash on hand and it counts all of it as part of its 
reserves. Its required reserves that day are $10 million. On Tuesday, it lends, 
in addition to all its Monday loans, $12 million on 1-year loans that will not 
qualify as reserves or for rediscount. By Wednesday, its cash on hand has 
been reduced to $500,000, and the aggregate amount of loans receivable has not 
been reduced. Its reserves have now been impaired by $114 million. 

(a) How does it maintain its reserves? 

(0) How long will it take for the Federal Reserve Board, the Comptroller of 
the Currency and/or the FDIC to learn about this condition. 

Answer. (a) If the hypothetical situation described under question 6 should 
occur, which is almost impossible in the modern bank, and reserves should be- 
come impaired by one and a half million dollars on any single day, the bank 
would simply transfer from one of its “due from” bank accounts to its reserve 
account in the Federal Reserve bank one and a half million dollars; or would 
cover the deficiency by the purchase of Federal funds or by the sale of 
securities. 

(b) The reserve position of a bank is computed daily and reported weekly 
to the Federal Reserve bank having jurisdiction by Reserve city banks, and 
every 2 weeks by country banks. If impaired reserves are not corrected, the 
Federal Reserve bank having jurisdiction would know in a maximum of 2 weeks, 
and the law provides severe penalties for banks that persist in deficient reserve 
accounts. This is fully covered in section 3a and section 3b of Regulation D of 
the Federal Reserve Board. 

Question 7. Assuming that as a safeguard, daily or weekly reporting were re- 
quired, would it not be impossible for all the Government agencies combined to 
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employ sufficient staff merely to read and analyze such reports, not to mention 
checking them for accuracy against the actual facts in each reporting bank. 

Answer. Weekly and biweekly reporting is now required, and it is not difficult 
for the staff of the Federal Reserve bank having jurisdiction to analyze the re- 
ports submitted; and if false reports are rendered, they are caught immediately 
by the bank examiners when they verify the bank’s records. Severe penalties, 
both civil and criminal, are provided if the bank’s records are falsified as men- 
tioned above. 

Mr. Brown. We will now hear from Mr. Boyles. Mr. Boyles, you 


may identify yourself and proceed. 


STATEMENT OF GEORGE R. BOYLES, PRESIDENT, MERCHANTS 
NATIONAL BANK, CHICAGO, ILL. 


Mr. Boyes. Thank you, sir. 

My name is George R. Boyles. I am president of the Merchants 
National Bank in Chicago, which is classified by the Federal Reserve 
Board as a Reserve city bank for reserve requirement purposes. I ap- 
preciate the opportunity of appearing before you, and have two pur- 
poses in doing so: (1) To support and urge enactment of H.R. 5237; 
and (2) to urge favorable consideration by this committee of an addi- 
tional amendment to section 19 of the Federal Reserve Act to elimi- 
nate the central Reserve city classification of Chicago and New York. 

In order to conserve the committee’s time, I request permission of 
the Chair to submit my prepared statement for inclusion in the record 
of these hearings, and to make some brief comments. 

At the outset, may I —— our —— to the chairman and 
members of this committee for undertaking at long last a much-needed 
revision of the reserve requirements of member banks as reflected in 
the bill under discussion. It is a most constructive step, and we sup- 
port H.R. 5237. 

This proposed bill also provides the opportunity for this committee 
to end the Sindacicndiing and archaic classification of 14 banks in Chi- 
cago and 18 banks in New York as central Reserve city banks. Re- 
tention of the separate classification of these few banks, out of a total 
of some 6,000 member banks, cannot in our opinion be justified. 

Chicago and New York simply no longer occupy the unique role of 
the primary financial centers of this country. Today, other large 
cities house banks which competitively share the financial stage with 
Chicago and New York. The discrimination is unrealistic—the origi- 
nal concept entirely outmoded—historical justification does not now 
exist. We could cite many evidences of this fact. Correspondent 
balances, for example, are no longer disproportionately concentrated 
in Chicago and New York. In fact, the percentage of total domestic 
interbank deposits held by banks in these two cities has greatly dimin- 
ished over recent years, while the percentage of such deposits held by 
banks in the large Reserve cities has grown enormously. This trend 
will surely continue. 

Moreover, the volatility of these and other deposits is not a valid 
ground for treating certain banks in Chicago and New York differ- 
ently than banks in other large cities. The economic effect of the 
activity of these accounts is no different in Chicago than in San Fran- 
cisco, Los Angeles, Boston, Cleveland, or Philadelphia. For these, 
and other reasons to be discussed by my associates on the stand with 
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me today, we strongly urge the elimination of the discriminatory and 
inequitable central Reserve city classification. 

The penalty of higher reserve requirements on a handful of banks 
in Chicago and New York is really a penalty on these two cities, the 
growth of their commerce, business and industry, and the employment 
of their citizens. It ought to be removed. 

I have been engaged in banking in Chicago for the more than 50 
years, 16 years as a bank examiner and the balance in bank operation 
and management. For many of these years I have had a lively inter- 
est in this matter of the central Reserve classification of Phseien. 
And I might add that my experience as chairman of the Federal Leg- 
islation Committee of the American Bankers Association from 1952 
to 1955 greatly enhanced my concern over this undue discrimination 
against our city of Chicago. 

Now may I present Mr. James J. Saxon at this time. 

Mr. Brown. I see you have another statement. Do you wish that 
inserted in the record ? 

Mr. Boyes. Please, Mr, Chairman. 

Mr. Brown. It will be inserted in the record. 

(Complete statement of George R. Boyles follows :) 


STATEMENT OF GEORGE R. BoyLes, PRESIDENT OF THE MERCHANTS NATIONAL Bank 
IN CHICAGO ON BEHALF OF THE CENTRAL RESERVE CiTy OF CHICAGO 


I. INTRODUCTION 


My name is George R. Boyles and I am president of the Merchants National 
Bank in Chicago which is classified as a Reserve city bank. I am presenting 
my statement to this committee on behalf of the central Reserve city of Chicago. 

I wish to express support of H.R. 5237, but urge an amendment to section 19 
of the Federal Reserve Act to eliminate the central Reserve city classification 
of Chicago and New York. 

At the outset of this statement I wish to describe briefly the Reserve classi- 
fication of member banks in the city of Chicago, thereafter to comment briefly 
on H.R. 5237 with respect to the vault cash provision, and finally to urge an 
amendment to section 19 of the Federal Reserve Act to eliminate the central 
Reserve city classification of Chicago and New York. Unfortunately, H.R. 5237 
would retain this separate classification of Chicago and New York. This matter 
will constitute the principal part of my statement. 


II, DESCRIPTION OF MEMBER BANKS IN CHICAGO 


During my 50 years of experience in Chicago banking there have been vast 
changes in the numbers and functions of Chicago banks. At present there are 
14 central Reserve city banks in Chicago with 12 located in the central district, 
and 2 so-called livestock banks located 51% and 7 miles from the outer edge of 
the central district. The “central district” is usually defined as the area bounded 
by Lake Michigan on the east, Jackson Boulevard on the south, and the Chicago 
River on the west and north. The central district comprises roughly eight 
blocks beginning at Wacker Drive on the north and running to Jackson Boule- 
vard on the south, and roughly nine blocks beginning at Michigan Avenue on the 
east and running to Wacker Drive on the west. Clearly, the central district is 
a very small part of the area embraced within the corporate limits of the city 
of Chicago, which covers 26 miles running north and south and 15 miles running 
east and west (excluding O’Hare Field). 

There are no country banks in Chicago and no Reserve city banks in the cen- 
tral district. There are 48 Reserve city banks in the outlying area of the city 
of Chicago as well as the two central Reserve city banks previously mentioned. 
In addition, there are 15 nonmember banks located in the city. 

Below is a listing of the 14 central Reserve city banks together with their 
eapital funds and total deposits and grouped by “central district” and “outside 
central district.” 
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Capital funds and deposits of Chicago central Reserve city banks (June 30, 1958) 


{In thousands] 














Capital Total 
funds deposits 
Gund district: 
Amalgamated Trust & Savings Bank-----..--..---.-..---.---------- $3, 366 $42, 392 
2: nee can National Bank & Trust Oo. SN sian ccc Sasadibers = 17, 474 : 
Nee ee nn ne en eee ene es cmcw cb arewesdpesewascue- 7, 268 176, 759 
4. City Netional Bank & Trust Co........................--.-.--.----- 22, 996 378, 966 
5. Continental Illinois National Bank & Trust Co. of cma adithe ants 252, 995 2, 502, 145 
6. The Exchange National Bank of Chicago..---.-...-_--- <p AOREGE 5, 295 102, 438 
7. The First National Bank of Chicago...-.....-...--.---------------- 255, 605 2, 732, 540 
NS EEE 62, 403 698, 797 
RE IES PLL LS LT eee 6, 464 140, 701 
10. Michigan Avenue National Bank of Chicago_......---..--.---------- 2, 659 34, 781 
11. Mid-America National Bank of Chicago.........-..-----.----------- 1,211 11, 030 
Neen ee en Sd eee duoncnncccuseseaandse 49, 953 706, 471 
Outside central district: 
a a od enews untiiddcesaccconnccce 6, 916 88, 059 
14. The Livestock National Bank of Chicago--.....-...--.-.-..--------- 5, 464 56, 252 





Source: Federal Reserve Bank of Chicago. 


Ill. COMMENTS ON H.R. 5237 


Chicago central Reserve city banks support H.R. 5237 which will permit the 
counting of vault cash as reserves when and to the extent authorized by the 
Board. Although the enactment of this provision, considered separately, will 
have the effect of increasing the reserve differentials between classes of banks 
when actual vault cash holdings are included as a portion of required reserves, 
we favor this provision because of the desirable overall effects upon the banking 
system, particularly the smaller banks, as illustrated in the following table 
respecting Chicago member banks. 


Vault cash held by Chicago member banks (June 80, 1958) 











Vault cash as per- 
centage of— 
Dollar 
Categories of banks amount of 
| vault cash Total 
Net demand | required 
reserves 
Thousands 
ie ote llibininsabeneel $22, 102 0. 43 2. 24 
All central Reserve city banks................................ 30, 733 . 55 2. 87 
ee nen hn ic ccanbemecd 29, 523 3.05 13. 96 














Source: Federal Reserve Bank of Chicago. 


At the present time, cash holdings are interchangeable with reserve balances 
at the Federal Reserve banks. Of paramount import, however, is the fact that 
vault cash plays the same role in limiting monetary and credit expansion as do 
required reserves, i.e., an increase or decrease of a given dollar amount of vault 
cash will have the same effect upon the ability of the banking system to expand 
credit as does a similar dollar increase or decrease in required reserves. Since 
the effects are the same and since banks can currently exchange vault cash for 
reserves as well as the reverse, the inclusion of vault cash as a portion of member 
banks’ required reserves does not in any way lessen the ability of the Federal 
Reserve to conduct monetary policy. 

Several ancillary benefits will accrue from the adoption of this provision. 
Since the cost to an individual bank of maintaining vault cash will be reduced 
under this provision, there will probably be a tendency for banks to maintain 
larger amounts of vault cash. This means, first, that the cost of transporting and 
handling currency will be reduced since fewer shipments will be necessary. 
Second, the dispersion of larger amounts of cash throughout the banking system 
would be extremely beneficial in the event of a national emergency. 
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While we do not here propose amending the vault cash provision in H.R. 5237, 
we regret that this bill does not expressly prescribe the inclusion of a minimum 
percentage of cash on hand in required reserves. It would seem patent that any 
undesirable monetary effect could be effectively abated by a convenient recourse 
to other weapons in the Board’s monetary arsenal. 

Likewise, the provision of H.R. 5237, which reduces the minimum reserve 
requirement ratio for central Reserve city banks from 138 to 10 percent and the 
maximum from 26 to 20 percent, is a step in the right direction. However, under 
the bill as written there is little evidence based on arguments presented for 
believing that actual existing required reserve ratios between central Reserve 
city banks and Reserve city banks will be equated. Also, experience under the 
act provides little reason for believing the existing disparity will be removed. 
Such action is left to the discretion of the Federal Reserve Board. As explained 
more fully below, we, therefore, strongly urge an amendment to section 19 to 
eliminate the central Reserve city classification as such and to continue to 
require maintenance of equal required reserve ratios for all Reserve city banks. 


IV. REASONS FOR FAVORING ELIMINATION OF CENTRAL RESERVE CITY CATEGORY 


A. Brief history 


In our opinion the present classification of central Reserve city banks for 
required reserve purposes is an anachronistic holdover from the National Banking 
Act days which permits unreasonable discrimination against 14 banks in Chicago 
and 18 banks in New York to the benefit of no one. Furthermore, it seriously 
penalizes the growth and development of the cities of Chicago and New York. 
We believe our position can be justified strictly on the merits of the case 
presented. 

Chicago, New York, and St. Louis were first designated as central Reserve 
cities in 1887 under the authority of the National Bank Act. These classifica- 
tions were continued with the enactment of the Federal Reserve Act of 1913. 
In 1922 the Board of Governors of the Federal Reserve System reclassified the 
city of St. Louis to Reserve city status. Chicago and New York continue to 
be classified as central Reserve cities to this date. 

Under the National Bank Act, central Reserve city and Reserve city banks were 
required to carry 25 percent of demand deposits in reserves and country banks 
had to carry 15 percent. As the Federal Reserve Act was originally approved 
in 1918, Reserve classes of cities existing under the National Bank Act were re- 
tained but required reserve ratios were changed to 18 percent for demand deposits 
in central Reserve city banks, 15 percent for Reserve city banks, and 12 percent 
for country banks. Reserve requirements against time deposits, which had 
been the same under the National Bank Act as those for demand deposits, were 
reduced to 5 percent for all member banks when the Federal Reserve was 
formed. 

The basic reason for higher reserve requirements against central Reserve city 
and Reserve city bank deposits under the National Bank Act was the high con- 
centration of bank balances. The relative size of correspondent bank balances 
has continued up to the present time to be the justification given by the Federal 
Reserve Board for discriminating against central Reserve city banks. For 
reasons set forth below, we contend that the location of correspondent bank 
balances, as well as other arguments now being advanced by the Board, are not 
legitimate justifications for continuing the present central Reserve city 
category. 


B. Decentralization of the economy and banking 


Although industrial and financial activity was once highly concentrated in a 
few areas of the economy, the trend toward decentralization has carried far 
in the past century and continues up to the present time. Of the 25 largest 
banks of the country ranked by size of deposits as of December 1958, 14 are 
situated in the Reserve cities of San Francisco, Los Angeles, Pittsburgh, Detroit, 
Boston, Cleveland, Philadelphia, and Dallas. All of these large banks are 
located in Reserve cities subject to lower reserve requirements than are Chi- 
cago and New York banks. Three of these Reserve cities, Los Angeles, Phil- 
adelphia, and Dallas, each have 2 banks among the 25 larger banks, and San 
Francisco had 4 banks in this category. The First National Bank of Chicago 
and the Continental Illinois National are the only 2 Chicago banks among the 
first 25. Below is a list of the 25 largest banks as of December 31, 1958. 
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Twenty-five largest commercial banks in the United States 








Rank by de- 











Rank by total posits | due 
deposits Name of bank to banks 
(Dee. 31, 1958) (Sept. 24-30, 
1958) 

 Pabbd ay FS 5 aie Se ee RI, GE NEMO, non ca cede wccnnacecsencnscdoncs 6 
» CESS aE Chase Manhattan Bank, New York _---.-...-..----------.-.---------- 1 
By sdepewsqoekniscy First National City Bank, New York .--....-.-.---.-------.---..-.--- 2 
| RSE CORIPD Seeger oh NE Ee a a ae 4 
AEE RL. Chemical Corn Exchange, New York. ------..------------------------- 5 
A ae E™ Security-First National, Los Angeles --.....--..--------..------------ 236 
eee A Bamerea tf rest Co., New York. ....4..:-.-.-.a--.~-..-----+----s higgins x 
_ ER AEE HEY First National Bank, Chicago-____-.__----- SManctbpe athens hawabnaseige 10 
_ SESE SEE SSC EG SO. INOW “BOT eo oon io eens edad eweeweescccue 7 
_, BOER ee SS Continental Illinois National, Chicago---.............-----.---------- 3 
| ee eee oe Mellon National Bank, Pittsburgh RD RE, eS SE ee 23 
Di cies «anita heditaren en ne ne cowandwhnoeoncevasboeceun ll 
| BA eS ee National Bank of Detroit. -----..-.---- sakey a deans inciend ecdaaened | 24 
| SES Cees Wri ae eine bap anbnndcenteewsswdiuiepeee | 9 
__ Rae en Eee ae ae eee 276 
Of EERE: I SEES OE ee 13 
| re eee Crocker-Anglo National, San Francisco. .---..-.--.--.---------------- 2 65 
__ a ae I I Da ao el Sek ded ccbbenebel cb bade ane mie (2) 

Ti Fa nce<thnnndin dia i i i ewe aeewmesnagebene 278 
ela naienniiap cient First Pennsylvania Bank & Trust, Philadelnhia---............--..----- 16 
RE RS Se, RE ee ee nee TeTS Sie St 12 
__ CERES Coe First Western Bank, San Francisco. ..........-.---------------------- (?) 

(Ses a ngocureguipesoence= 18 
TAT EL eee SAREE DUMMNOUIOE SPRUE, BMEID . «oo cn cemenenensecececnseceseccecnece= 14 
ai Eases oe NG Ee Ee See eae oy eee eee ee oe 15 





1 Includes foreign and domestic. 
2 This bank does not rank within the 1st 25 on the basis of its total deposits due to banks. 


Source: American Banker, Jan. 12, 1959. 


It should be noted that banks in many Reserve cities are currently growing 
faster than banks in Chicago and New York, so decentralization of deposits will 
become even more evident in subsequent years. 

Not only have Chicago and New York banks declined in relative size to banks 
in other sectors of the country, but also Chicago and New York banks have de- 
clined relative to other banks in their holdings of corresponding bank balances. 
Banks in Chicago and New York once had a disproportionate share of their 


total deposits in the form of correspondent bank balances. 


the case as indicated in the following table. 


Such is no longer 
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Demand deposits due to domestic banks in central Reserve and Reserve cities 


[Thousands of dollars} 





Rank by per- 


Demand deposits 

















centage 
of total Name of city Total Percentage 
demand due Due to of total 
to domestic domestic demand due 
banks banks to domestic 
banks 

RS atin dm National Stock Yards iineia Soe ee $125 $99 79. 2 

ae meee Le A oo eR: Re ane 59 24 40.7 

RS ee Se NY GTtEN BO tf abied so in ncbecscnnpancdsches 981 359 36. 6 

" Sees | aT Cay ees ee nas are © 392 133 33.9 

ONE es 1,379 429 31.1 

SE sn ccacaschaneshng diet taianicginube 815 243 29.8 

po 0 RIS es ERG FER i aS 378 106 28.0 

0 NI PAS hid whi ops ecadawdabepelshbaoetit 1, 152 314 27.3 

GT OS PEAR LO LE . 48 13 27.1 

ES ne icocgen techs anid Aiatekttihe uaahin ae oonhge 492 133 27.0 

IR lds intntthn nonin agg iintngh Seicameiaais tied 421 lll 26.4 

SS oeAhee tabla nove mtiwkthcn tin wakioe 362 94 26.0 

BT POUNDS 6 oo cackcint onodbannsidcwndedan nado’ 399 100 25.1 

SL, « <iGinn cas cdedinpiihitantsiidines Saiainel 606 151 24.9 

Des Moines 256 63 24.6 

Little Rock 183 45 24.6 

Richmond... --.-..--- 475 117 24.6 

SE ene chain secune 393 95 24.2 

2, IRI TARR ALS RO REINA ROR TI. 545 118 21.7 

ME ccdecddbvethachilcdbensccuugwetatecsos 1,301 271 20.8 

Sins bin 6die ban thbhtah Jadb> ostsladantummnts 958 193 20.1 

Central Reserve, Chicago--...........---.-..- 5, 990 1, 186 19.8 

EE . cctidl ee xa dntus haf okhnweardiipan 773 152 19.7 

DR as newton tobe dbclscedncbecscdescese 764 143 18.7 

OD ia cc ncctshtnssinedddanndsouanneel 351 65 18.5 

SE Ch enii sic> caiadSaathised énnensdain inition 608 107 17.6 

Be BR ccetlinke Subb awison culitanbe dine niiewe nina aie 168 26 15.5 

Prt hotevkoboonats dete Gelducetasncnecse 102 15 14.7 

Ds kG iss oe wk bp dng disRainb had scan Sdied 258 37 14.3 

IL. cncnan ngiesatinss tincadibneniat> dean 2, 928 417 14.2 

BS SEAR OR ON MLL 5” 480 67 14.0 

ME ad ata dll vendb ln dcin dat daecuctbtsic skteiioa 2, 281 317 13.9 

NR ives 65h: Qld bbtarinnkna db edothiassivesieordtt 36 5 13.9 

OO OEE PEE IEENS 7 99 13.3 

SST RE, BRE BFE RR SE, AD 356 44 12.4 

CS int ols ontsc agen Sunaduncdundbhimedud 854 106 12.4 

Central Reserve, New York City............- 22, 567 2,777 12.3 

LS PRS a Se a ets, 781 86 11.0 

SAIS I pk * Lh io = SEB 375 38 10.1 

Patteptrgn.. <a. 2222...2 2% 2,115 195 9.2 

Columbus.......---.- = 552 49 8.9 

Cleveland............. ati 1,799 154 8.6 

ae ANI OE 3 AR Ss * 8 RAL SS 2, 442 188 ae 

EG s.dpiiasa chdcnpCabkmis okies ded e+ oka 336 24 7.1 

IDEs cnn cpenntwndsemeccegclaeadeutl 906 62 6.8 

AIRE ER ABIES RRS: Ete tet ae 1, 228 67 5.5 

BIIIOR, 3: 55 Lace ice Aca dedniset on Se neon nee 2, 781 124 45 

SE ete 1 a cinicayda dnntiinmne tiaaalactte nae 741 32 4.3 

BE CRIOED. 5. 00 Sanctndakndvecuclégupnsbabe 6, 399 250 3.9 

i in) wctirded'n don deh cules véandiateaham 952 26 2.7 

Reserve City banks a®a group-_._.-.......-.-- 45, 289 6, 113 13.5 

Central Reserve city banks as a group- ------- 28, 557 3, 13.9 

















aaa Board of Governors of the Federal Reserve System Member Bank Call Report, No. 145, Oct. 11, 
57. 
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Reserve city banks today hold 54 percent more domestic bank balances than 
do central reserve city banks. The average percentage of domestic bank bal- 
ances to total demand deposits is almost identical for the two bank categories. 
However, when domestic bank balances for banks in individual cities are com- 
pared with total deposits. Chicago ranks 22d and New York 37th. Since the 
higher reserve percentage requirement for central reserve city banks must be 
maintained against all demand deposits, the size of correspondent bank balances 
relative to all deposits is the relevant measure. Clearly Chicago and New York 
are currently unjustly singled out for discrimination when measured by that 
criterion, even if there was ample reason for that distinction in the previous 
century. 

Furthermore, although most correspondent bank balances are quite active, 
the average balances carried among banks are not as volatile as they were in 
earlier periods. Correspondent bank balances are maintained to expedite the 
transfer of funds between banks and to remunerate correspondent banks for 
services performed. It is not possible to substantially reduce balances maintained 
with other banks and still receive service from the correspondent. So long as 
a bank continues to operate as a going concern, adequate balances with its 
correspondents must remain on deposit. 


C. Fundamental question as to function of bank reserve requirements 


In the days of the National Bank Act and in the early period covered by the 
Federal Reserve Act, it was believed that higher legal reserve requirements 
were necessary to assure that ample liquidity was maintained in banks which had 
volatile deposits, such as bank balances. In recent years no recognized monetary 
authority has contended that the provision of liquidity was the main function 
of required reserves. The Federal Reserve in various publications has recog- 
nized this fact. Modern bankers realize that the only item on their bank balance 
sheet which possesses less liquidity than required reserves is the bank building. 
The only way by which required bank reserves provide any liquidity is to liquidate 
deposits. Since bankers are interested in liquidity to support the banking 
business as a going concern, required reserves play no significant role in assuring 
liquidity will be maintained. For each $1 drain in central reserve city demand 
deposits, only 18 cents of liquid funds will develop as a result of lowered demand 
deposits and hence reduced required reserves. The other 82 cents must be ob- 
tained by either liquidating loans and/or investments, utilizing funds otherwise 
idle, or borrowing from the Federal Reserve. For the banking system as a whole, 
the only source of funds to meet withdrawals is Federal Reserve credit or the 
use of funds otherwise idle. Since the banking system is typically nearly fully 
invested, the ultimate source is Federal Reserve credit. Individual banks must 
rely upon secondary reserves in the form of short-term investments to provide 
liquidity for their operations. The maintenance of ample secondary reserves to 
provide adequate liquidity is one of the important functions of bank management. 
Management policy in this area is presently reinforced by various regulations 
of the Comptroller of the Currency, the Federal Reserve Board, the Federal De- 
posit Insurance Corporation, and State regulatory authorities. Clearly, the 
basic function of required reserves cannot be to assure liquidity for an individual 
bank or for the banking system. 

In modern times it has been generally recognized that the main purpose of 
reserve requirements is to provide a fulcrum for use in executing monetary 
policy, and elimination of the central Reserve city bank category would not 
hamper this role. Reserve requirements, along with other Federal Reserve 
controls over the supply of reserves, serve as an essential instrument for regu- 
lating the ability of banks to expand credit and add to the available stock of 
money. Banks with excess reserves (total reserves minus required reserves) 
have an incentive to expand loans and/or investments and hence deposits, since 
commercial banks receive no interest on funds on deposit with the Federal 
Reserve bank. The Federal Reserve can increase excess reserves by either 
providing additional reserve funds via open market purchases of Government 
securities, increased loans to member banks, or by lowering the required reserve 
ratio. Conversely, the Federal Reserve can force banks to reduce loans and 
investments and hence the stock of money by reducing or eliminating excess 
reserves when the above procedures are reversed. 
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Throughout the post-World War II period, commercial banks have demon- 
strated a willingness to expand total bank credit when additional excess reserve 
funds were made available and banks have been forced to moderate credit expan- 
sion when reserve funds were not forthcoming. In each of the three post-World 
War II recessions, the Federal Reserve induced expansion in commercial bank 
credit. Monetary ease was a major factor buttressing the economy against 
further decline and monetary expansion contributed to the upturn. Conversely, 
since the adoption of the flexible monetary policy in March 1951, the Federal 
Reserve has prevented excessive credit expansion by banks at times when infla- 
tionary pressures become dominant. In our view, it is absolutely critical that 
any change in required reserves regulations leave intact the power of the Federal 
Reserve to conduct a flexible monetary policy, and nothing we have proposed 
impairs this power. 

It is exceedingly important to recognize that the relevant reserve requirement 
fact, so far as monetary policy is concerned, is the weighted average required 
reserve ratio for all member banks. The lower the weighted average required 
reserve ratio, the greater the potential expansion (contraction) of commercial 
bank credit for each $1 increase (decrease) in excess reserves. A given weighted 
average required reserve ratio can be achieved with many various combinations 
of required reserve ratios for categories of banks as well as by requiring the 
same required reserve ratio for all banks. There is clearly nothing to be gained 
from a monetary policy point of view by requiring 32 banks in Chicago and 
New York to maintain higher required reserve ratios than all other banks. 


D. OTHER ALLEGEDLY RATIONAL BASES FOR DISCRIMINATORY REQUIRED RESERVE RATIOS 


1. Level of turnover or velocity.—It is generally recognized that both the 
amount of money and the rapidity with which it is spent, that is, turnover, are 
equally important determinants of total spending and hence business activity, 
including both physical production and prices. The historical record clearly 
indicates that the average velocity of all money in the economy tends to rise 
during periods of business improvement and decline during recessions or de- 
pressions. The Federal Reserve can directly influence the money supply, but 
velocity is determined largely by the multitude of spending units and cannot 
be directly influenced by Federal Reserve policies. Hence, over the business 
cycle Federal Reserve actions on the money supply must frequently be designed 
to offset the destabilizing effects of perverse fluctuations in velocity. 

Since it can be demonstrated that some banks have a higher average turnover 
of deposits than others, the Federal Reserve Board has recently contended 
that banks with high-deposit velocity should be subject to a higher required 
reserve ratio. At first glance, the argument is appealing, for if correct, it would 
appear to provide the Federal Reserve with an additional control technique 
for offsetting perverse fluctuations in money turnover. However, upon reflection 
it is clear the wrong inference has been drawn. 

First, it is not the level of velocity in various centers that is relevant to 
monetary policy, but rather the fluctuation in velocity levels over the business 
cycle. It does not necessarily follow that those centers having the highest 
average level of velocity will also react most perversely over the business cycle. 
In fact, such data as is readily available suggests the opposite may be the case. 
We have been informed by the New York Federal Reserve Bank, which pre- 
pares turnover data for the banking system, that unfortunately data for Chicago 
bank deposit turnover has not been computed. There is reason to believe, how- 
ever, that its cyclical fluctuations are similar to those in New York. The follow- 
ing table indicates that fluctuations in New York money turnover (the highest 
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average turnover available) is less destabilizing over the business cycle than 
fluctuations in other centers: 


Demand deposit rate of turnover* (seasonally adjusted) 





























New York 6 other 3 337 other 
Business cycle ? reference dates inn 
Level of | Percent | Levelof | Percent | Level of | Percent 
turnover | change | turnover| change | turnover) change 
June, July, and August, 1953, peak ____-_-_-- D6 T ict ite SO 4. 22-3 sci. Ss fi papers 
July, August, and September, 1954, 

6 it a SAE EE: 42.8 +16. 6 26.0 0 19.3 +0. 5 
July, August, and September, 1954, 

SES ee er i Sha ee rt Pee a SB.@ Bisiwst<-- 80.3 tix.. az. 
June, July, and August, 1957, peak - ...-..- 50.0 +16.8 30.7 +18. 1 23.5 +21.8 
June, July, and August, 1957, peak_______- hd ee ay Sa : eee 
March, April, and May, 1958, trough ---_--- 54.9 +9.8 28.8 —6.2 22.5 —4.3 
March, April, and May, 1958, trough-----. GD tie scons BB ivck<pn socks 3 ee ee 
i a oi ne eins 53.7 —2.2 30.7 | +6.6 22.8 +1.3 








1 3-month average centered on business cycle peaks and troughs. 
2 National Bureau of Economic Research datings for peaks and troughs of business cycles are used. 
3 6 other cities are Boston, Philadelphia, Chicago, Detroit, Los Angeles, and San Francisco. 


Source: Federal Reserve Bank of New York and National Bureau of Economic Research. 


The data indicates New York turnover of deposits went up during the two 
past recessions, thereby aiding rather than offsetting monetary policy, while 
other centers typically declined. Also, New York turnover of deposits tended 
to rise less during periods of rising business activity than did other centers, 
thereby creating less of a problem for monetary policy. 

Secondly, even if further research could establish that the pattern of fluctua- 
tion in velocity of deposits in money market centers during the past two business 
cycles was not typical of most business cycles, it would still be unwise to sanction 
discriminatory required reserve ratios for Chicago and New York. Such a basis 
for discrimination incorrectly assumes that a tag can be placed on those dollars 
that are most volatile and that if credit expansion is limited in volatile centers, 
the effectiveness of monetary policy will be enhanced. Clearly, the facts do not 
justify such an assumption. The net effect of placing higher required reserve 
ratios on Chicago and New York banks is to lock up a larger percentage of their 
assets in nonproductive funds and hence limit the amount of loans and invest- 
ments possible. This means that Chicago and New York banks will not be 
able to make as many loans as would be the case if lower required reserve ratios 
existed, but it does not mean loans declined in Chicago and New York will not 
be made in other sections of the country. As in the tight money periods of 
1953 and 1957, loans will be dispersed to other lending centers where lower 
required reserve ratios exist and funds are available. There is no reason what- 
soever for believing that a borrower will utilize his funds less intensively if he 
acquires his money in Kansas City rather than Chicago or New York. The effect 
ef the discriminatory reserve requirements is to place an unjust competitive 
disadvantage on 32 banks located in Chicago and New York and to thereby shift 
borrowing to other financial centers. 

The modern money market is nationwide in scope and cannot be compart- 
mentalized into isolated segments in various sectors of the country. Both bor- 
rowers and lenders have access to the modern miracles of transportation and 
communication. Dollars can be transferred almost instantaneously. We can 
be sure that reduced availability of funds in particular areas will not reduce 
borrowing activity, but will merely displace and disperse the transactions. 
Decentralization of financing, as our country continues to develop, is a highly 
desirable trend. But this trend does not justify unfair discrimination against 
Chicago and New York financial activities any more than it would justify 
reclassifying other major financial centers and thereby impose on banks therein 
a higher reserve ratio. 

Vinally, it should be recognized that the velocity or turnover of Chicago and 
New York bank deposits is higher than in most centers because of bookkeeping 
transfers incident to financial clearing transactions and not because of an un- 
usually high rate of payments for goods and services. In the main the high 
turnover reflects check clearing services performed (in large volume with little 
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profit) for out-of-town banks. In both Chicago and New York, great amounts of 
money pass through bank accounts incident to (@) issuance and redemption of 
bonds, notes, Treasury bills, and other open market paper; (b) trading activity 
in the bond and stock market; and (c) short-term investment transactions of 
correspondent banks and industrial corporations out of general reserve funds 
they carry in major money market banks. This work, often free from regular 
service charges, needs to be done in the functioning of an efficient money market, 
and Chicago and New York banks are organized to handle it at minimum cost. 
Continued higher reserve requirements for those centers lessens their ability to 
perform money market services for out-of-town customers on an efficient and 
minimum cost basis. 

2. General character of business.—The Federal Reserve Board currently con- 
tends that differences in the character of business of various banks justifies 
discriminatory required reserve ratios for those banks. So far as can be deter- 
mined, the criteria to be used in applying this test have not been carefully 
spelled out; therefore, it is difficult to evaluate the effect of such a regulation. 
Since required reserves do not perform a liquidity function, the liquidity argu- 
ment is irrelevant and illusory as pointed out in a Federal Reserve Bank of New 
York study. Sometimes it is argued that those banks maintaining a high per- 
centage of business customers, who tend to utilize their deposits intensively, 
should be subject to higher reserve requirements. But high velocity cannot 
logically justify such discrimination, as explained above. Moreover, large cor- 
porate deposits today are becoming ever more decentralized in many banks in 
different cities, because of such factors as plant and office location. Higher re- 
quired reserve ratios would thus not have the effect of decreasing the volume of 
business deposits in the economy as a whole, but would merely cause additional 
displacement from one banking area to other banking areas. No material dis- 
tinction in operations among banks exists today as would reasonably and prac- 
tically warrant higher required reserve ratios for a handful of banks in two of our 
many financial centers. 

Certainly, a national set of reserve requirements cannot conceivably be based 
on the idea that since 32 banks in Chicago and New York have long been dis- 
criminated against, this fact justifies continued discriminatory treatment. We 
are not asking that other banks be subjected to the same penalties, but merely 
that Chicago and New York banks be put on a parity with banks in other financial 
centers. \ 

It is recognized that many of the arguments given above suggest that a rational 
basis for required reserve ratios would be exact equality of required reserve 
ratios for all banks. We believe that to be the case, but we recognize this ob- 
pective can be reached only gradually over a protracted period of time. The 
best place to start is by eliminating the central Reserve city category which 
would remove the obvious discrimination against the relatively few Chicago 
and New York banks. 

Vv. SUMMARY 


In summary, we support H.R. 5237 but urge in addition the elimination of 
the central Reserve city category of Chicago and New York and the higher 
differential reserve requirement thereby imposed on certain banks in these cities. 
The previous and existing discriminatory treatment accorded Chicago and New 
York banks cannot be justified on the basis of liquidity, size, correspondent bank 
balances, velocity of turnover, nature of business, or interference with the 
function that reserve requirements play in executing monetary policy. 

We are impressed by the fact that Chairman William McChesney Martin of 
the Federal Reserve Board also apparently shares our views. On July 17, 1957, 
in testimony presented before this committee, Mr. Martin stated in reply to a 
yuestion that in his judgment there is no good reason today for setting aside 
Chicago and New York as central Reserve cities. 

The basic function performed by required reserve ratios is to provide a fulcrum 
for use in effectuating monetary policy. It is essential that any change in 
required reserve ratios not interfere with that role. Our proposal would pre- 
serve the ability of the Federal Reserve System to execute a flexible monetary 
policy and at the same time remove unfair discrimination against 32 banks 
in the cities of Chicago and New York. 


Mr. Brown. Proceed, Mr. Saxon. 


39404—59——-15 
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STATEMENT OF JAMES J. SAXON, ATTORNEY FOR THE FIRST 
NATIONAL BANK OF CHICAGO 


Mr. Saxon. Mr. Chairman, I too should like to submit for the ree- 
ord my prepared statement, a digest thereof, and a copy of proposed 
bill which would eliminate the central Reserve city classification, and 
reclassify Chicago and New York as Reserve cities. I should like 
to make a few brief comments now to conserve the committee’s time. 

At the outset we strongly corroborate the statement made by Mr. 
Boyles and urge this committee to enact H.R. 5237. We think this 
bill of utmost significance to the mass of member banks, some 6,000- 
odd banks, who do retain a large ratio, relatively large ratio of vault 
cash to demand deposits. 

The provision in the bill giving the Board a little more living 
room to reduce the classification of some individual member banks, 
presently at a higher classification, is a desirable provision in order to 
allow the Board to eliminate some highly inequitable situations pres- 
ently existing in these cities. 

The proposed character of business test, as I see it, if it has real 
substance as a basis of a rational classification of banks, would, if 
5 em to the city of Chicago and the city of New York, result in the 
elimination of any differential between these cities and the Reserve 
cities of the country. 

I say this because, having carefully examined every possible basis 
of distinction between the operations of our bank, and the operations 
of the larger banks in the Reserve cities, I do not find any me antive 
distinction. 

It is on this ground, therefore, that I primarily urge (a) a statutory 
requirement of parity, and (b) a per se elimination of the central 
Reserve city classification from the statute. 

I might say, Mr. Chairman, for one brief moment, that most bank- 
ers with whom I have discussed this matter, whether country members 
so-called, Reserve city or central Reserve city, almost unanimously, in 
my opinion, support the elimination of the central Reserve city classi- 
fication. Most of them simply state it makes no sense today. This 
judgment I heartily endorse. 

I might point out that Reserve City Bankers Association, through 
a poll of its board of directors, has unanimously endorsed the elim- 
ination of this classification. 

A poll of the legislative committee of the Reserve City Bankers As- 
sociation with one exception endorsed its elimination. And both 
these committees of the Reserve City Bankers Association primarily 
embrace bank officers from Reserve cities. 

I would have hoped that there would have been in the record some- 
how a reflection of the views of the respective Federal Reserve bank 
presidents. I would guess, on my own, that they, too, would sup- 
port this position. 

The ABA in its own study, an excellent study, recommended the 
elimination of the classification as having no logical foundation today. 

One final thing: When one examines the standing of the 25 largest 
banks in the country today ranked by deposit, which is an accurate 
rank of size, you would find that 14 of these banks are located in the 
Reserve cities of San Francisco, Los Angeles, Pittsburgh, Cleveland, 
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Boston, Philadelphia, and Dallas. We are delighted that this growth 
has occurred in these areas. The better distribution we have of our 
financial and other resources, the stronger we are. All we say is that 
in view of this distribution which has occurred, the basis for the present 
distinction no longer serves any useful or logical purpose and there- 
fore ought to be eliminated. ve 

In conclusion, in my judgment enactment of 5237 is of overriding 
significance to the 6,000-odd member banks which are classified as 
country member and Reserve city member banks. 

We sincerely hope that nothing would intervene to prevent enact- 
ment of this provision. We do not feel that the presentation of this 
amendment, which is directed to section 19 and not to H.R. 5237, 


would in anywise imperil, as we think, the prospects of enactment 
of H.R. 5237. 


While adopting that bill as we hope, we also hope that the com- 
mittee would adopt an amendment to section 19 which would elimi- 
nate the central Reserve city classification. 

Thank you, sir. 

(Statements of James J. Saxon follow :) 


STATEMENT OF JAMES J. SAXON, ATTORNEY FOR THE First NATIONAL BANK OF 
CHICAGO 


Mr. Chairman and members of the subcommittee, my name is James J. Saxon. 
Iam attorney for the First National Bank of Chicago. 

I appreciate the opportunity of appearing before the subcommittee in con- 
nection with H.R. 5237 which would amend section 19 of the Federal Reserve 
Act with respect to reserves required to be maintained by member banks with 
their respective Federal Reserve banks. Since this proposed bill would be of 
vital significance to member banks, I should like to take this opportunity to 
Submit some data and information with particular emphasis on the impact of 
such proposed legislation on member banks classified as central Reserve city 
banks in the two central Reserve cities of Chicago and New York. 

Chicago, New York, and St. Louis were first designated as central Reserve 
cities pursuant to the National Bank Act in 1887. These classifications were 
continued with the enactment of the Federal Reserve Act in 1913. In 1922 the 
Board of Governors of the Federal Reserve System reclassified the city of 
St. Louis to Reserve city status pursuant to the Board’s powers under section 
11(e) of the Federal Reserve Act. The cities of New York and Chicago, how- 
ever, have continued to this date to be classified as central Reserve cities. No 
cities other than New York, Chicago, and St. Louis have ever been so classified. 

Originally, all national banks located within the geographical boundaries of 
the cities designated as central Reserve cities pursuant to the National Bank Act 
were classified as central Reserve city banks. Similarly, early in the adminis- 
tration of the Federal Reserve System all member banks located within the 
geographical limits of cities designated as central Reserve cities were classified 
as central Reserve city banks. 

The designation in 1887 of New York, Chicago, and St. Louis as central Reserve 
cities pursuant to the National Bank Act recognized that national banks in those 
cities were performing central banking functions in carrying reserves for Reserve 
city and country banks, which could use balances maintained in national banks 
located in the three central Reserve cities to satisfy part of their legal reserve 
requirements. With the enactment of the Federal Reserve Act in 1913 the status 
of deposits in central Reserve city banks as legal reserve balances was eliminated. 
Member banks were required from that date to maintain their legal Reserve 
balances with the Federal Reserve Bank of the district in which the member 
banks were located. A vastly significant result of the regionalized central 
banking system thus established pursuant to the Federal Reserve Act was to 
accelerate substantially the decentralization of deposits and thereby to quicken 
the development of other cities as major financial centers. This decentraliza- 
tion of bank deposits continues to this day, as is evident in the following data 
which show the continuously declining relationship which deposits due to 
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domestic banks bore to total demand deposits of central Reserve city banks at 
selected dates over a period of years: 


Ratio of deposits due to U.S. banks to total demand deposits 
CENTRAL RESERVE CITY BANKS, CHICAGO 


{In millions of dollars] 
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1 Includes 1 State member for which figures are unavailable. 
2 Includes 14 State members for which figures are unavailable. 


While I have not had time to prepare the data which would show the con- 
tinuously increasing percentage which deposits due to other domestic banks 
bore to total demand deposits of Reserve city banks at these same dates, the 
attached scheduie I shows the rank of central Reserve and Reserve cities by 
percentage of demand deposits due domestic banks to U.S. banks as of the call 
report date of October 11, 1957. This table shows that as of that date the cen- 
tral Reserve city banks of New York ranked 37th among the 50 central Reserve 
and Reserve cities, and the central Reserve city banks of Chicago ranked 22d. 
Of the 48 Reserve cities the table shows that many now have larger proportions 
of deposits due to domestic banks than the central Reserve cities of New York 
and Chicago, and it will be noted that some of these Reserve cities have very 
substantially larger percentages of deposits due to U.S. banks. Thus, the fore- 
going data would of itself seem to challenge the factual and logical basis of the 
historic justification for imposing higher reserve requirements in some cities as 
against others. 

The development and growth of cities other than New York and Chicago 
over the years since 1887 need not be recited to you. The growth of many of 
these cities into major financial centers is reasonably well reflected in the size 
of the banking institutions situated in such cities. Of the 25 largest banks of 
the country ranked according to deposits (an accepted test of size) as of De- 
cember 31, 1958, 14 are situated in the Reserve cities of San Francisco, Los 
Angeles, Pittsburgh, Detroit, Boston, Cleveland, Philadelphia, and Dallas. All 
of these large banks are housed in cities classified as Reserve cities and there- 
fore subject to the lower reserve requirements applicable to Reserve city banks. 
Three of these Reserve cities (Los Angeles, Philadelphia, and Dallas) each have 
two banks among the 25 largest banks. One Reserve city, San Francisco, has 
4 banks among the largest 25. 

The largest bank in the country, the Bank of America, it may be noted, is 
located in San Francisco, a Reserve city. The First National Bank of Chicago 
and the Continental Illinois National Bank & Trust Co. are the only 2 Chicago 
banks among the first 25, and these 2 banks rank 8th and 10th, respectively. 
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Two of the 14 Reserve city banks rank higher among the first 25 banks than 
either of the Chicago banks. There follows the list of the 25 largest banks as 
of December 31, 1958, taken from the American Banker of January 12, 1959: 
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1 Includes foreign and domestic. 
2 This bank does not rank within the 1st 25 on the basis of its total deposits due to banks. 


Whatever words one may use in attempting to explain the present discrim- 
ination in reserve requirements between the central Reserve city banks of New 
York and Chicago and Reserve city banks in the 48 Reserve cities, whether on 
the basis of the supposed justification of percentage of deposits due to banks, 
size of banks, velocity of deposits, or one or more other criteria subsumed under 
the vague and general term ‘character of business,’ he logically and factually 
must find it difficult to justify or even rationalize the presently existing dis- 
crimination. 

For me it is an unrewarding mental exercise to try to divine what substan- 
tial ground or grounds of distinction may be embraced in the term “character 
of business.” Comparison of specific banks makes the exercise particularly un- 
profitable. Thus, for example, what are the basie differences, if any, in the 
character of business transacted by Bank of America, the Security First Na- 
tional of Los Angeles, or the Mellon National of Pittsburgh, on the one hand, 
and the First National of Chicago, on the other hand, which would justify any 
distinction for reserve requirement purposes? The same question may be 
asked with respect to velocity of deposits. I do not believe a sound distinction 
can be supported on either ground. An alleged differentiation on the basis of 
size measured by total deposits is dealt with immediately above. So is the al- 
leged basis of differentiation measured by percentage of deposits due to banks. 

Moreover, the existing geographical basis of distinguishing among member 
banks for purposes of reserve requirements has proved to be inept and in- 
equitable not only between banks located in central Reserve cities and banks lo- 
cated in Reserve cities, but also within the boundaries of cities classified as 
central Reserve and Reserve. Accordingly, the geographical boundaries of 
central Reserve and Reserve cities began to be narrowed. This is apparent in 
the enactment in 1918 of an escape clause which enabled the Board to reclassify 
to lower status member banks located within the outlying district of the corpo- 
rate limits of central Reserve cities. It was also apparent in the development 
and use of the term “central district” as an administrative geographical abbre- 
viation of the term “central Reserve city,” and the term “central district” itself 
has proved to have serious practical limitations as the classification of member 
banks in Chicago demonstrates. 
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THE CENTRAL RESERVE CITY OF CHICAGO 


Thus, in 1898 the central Reserve city banks in the central Reserve city of 
Chicago consisted of all of the national banks, being 17 in number, situated 
within the corporate limits of the city of Chicago. The corporate limits of the 
city of Chicago are, of course, well established of public record, but the geo- 
graphical boundaries as indicated by the corporate limits have no practical sig- 
nificance today in determining the central Reserve city bank classification. We 
have instead the term ‘central district” which is defined—not as a matter of 
published official record so far as I am aware—as the area bounded by Lake 
Michigan on the east, Jackson Boulevard on the south, and the Chicago River on 
the west and north. This so-called central district would roughly compromise 
some eight blocks beginning at Wacker Drive on the north and running to 
Jackson Boulevard on the south, and roughly some nine blocks beginning with 
Michigan Avenue on the east and running to Wacker Drive on the west. As thus 
described, the central district would also be equivalent to the area embraced 
within the Loop as loosely described. 

Twelve of the fourteen central Reserve city banks in Chicago are situated 
within this central district or Loop as thus described. The two other banks 
in Chicago classified as central Reserve city banks are located some distance 
beyond the central district, being the two so-called livestock banks, viz, the 
Livestock National Bank of Chicago, located at 4156 South Halsted Street, and 
the Drovers National Bank, located at 47th Street and Ashland Avenue. The 
Livestock is thus about 5% miles and the Drovers 7 miles from the outer edge 
of the central district.2 Obviously, the central district is an extremely small 
part of the area embraced within the corporate limits of the city of Chicago, 
which covers 26 miles running north and south and 15 miles running east and 
west (excluding O’Hare Field). 

There are no Reserve city banks in this area described as the central district. 
In the area outside the so-called central district but within the corporate limits 
of the city, which is considered as the outlying area for the purposes of the 
amendment adopted to section 19 of the Federal Reserve Act on September 26, 
1918,° all other member banks, being 48 in number, are classified as Reserve 
city banks, with the exception of the two livestock banks referred to earlier 
which are classified as central Reserve city banks. There are no country mem- 
ber banks within the corporate limits of the city. 

Listed hereafter in alphabetical order, together with their capital funds and 
total deposits as of June 30, 1958, are the names of the 14 central Reserve city 
banks, broken down into the 12 central Reserve city banks situated within the 
central district or Loop, as loosely described, and the two central Reserve city 
banks situated outside the central district and the Loop: 


1A narrower area, technically described as the Loop, is the area enclosed by the elevated 
structure, and bounded by Lake Street on the north, Van Buren on the south, Wabash on 
the east, and Wells on the west. This is an area of some eight blocks running north and 
south and some five blocks running east to west. ‘Ten of the central Reserve banks in 
the city of Chicago are located within the area thus described. 

2Perhaps a clearer picture of these geographical demarcations may be obtained by 
examination of the map attached and marked “Exhibit A.” 

8 “Provided, however, That if located in the outlying districts of a central Reserve city 
or in territory added to such city by the extension of its corporate charter, it may, upon 
the affirmative vote of five members of the Federal Reserve Board, hold and maintain the 
reserve balances specified in pars. (a) or (b) thereof.” 
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{In thousands of dollars] 

















As of June 30, 1958 
Capital Total 
funds deposits 
Central district: 
1, Amalgamated Trust & Savings Bank. ............................... ‘ $42, 392 
2. American National Bank & Trust Co. of Chicago_.............--..-- 17, 474 380, 227 
Me gS tS ee ee ae eee ere 7, 268 176, 759 
6, Se Semen ee Be Oi on sor ccccng oc akonntwecen 22, 996 378, 966 
5. Continental Illinois National Bank & Trust Co. of Cnmaee ee. Sr Ae 252, 995 2, 502, 145 
6. The Exchange National Bank of Chicago----......--.-.-..---------- 5, 295 102, 438 
7. The First National Bank of Chicago__.............._._-- ewece Gwen 255, 605 2, 732, 540 
pe Ee a eee ere eee eee r= 2, 403 698, 797 
ee OR Ee Oe Se ey 6, 464 140, 701 
10. Michigan Avenue National Bank of Chicago_- caabon ahs 2, 659 34, 781 
11. Mid-America National Bank of pennant Bact tein eet ds eal 1, 211 1,030 
12, The Northern Trust Co. .....--- on ae 49, 953 706, 471 
Outside central district: ; 
13. Drovers National Bank_- sibel 6,916 88, 059 
14. The Livestock National Bank of Chicago __- RL IR OED SS 5, 464 56, 252 











There follows a breakdown as of November 27, 1958, of deposits and reserve 
items grouped for the 14 central Reserve city banks, and also a comparison as 
of the same date of deposits and reserve items grouped for the 48‘ banks within 
the city of Chicago classified as Reserve city banks. As of possible comparative 
interest in this connection separate such figures as of the same date are grouped 
for the big six Loop banks.’ Also included in the following are figures on de- 
posits, reserves, and vault cash* as of June 30, 1958, for the 942 country mem- 
ber banks in the Seventh Federal Reserve District, which are presented pri- 
marily for the reason that such figures might present a better picture with respect 
to vault cash than the figures presented with respect to the 84 country member 
banks in the Chicago metropolitan area: 


{In thousands of dollars] 











Percent vault 
cash to— 
Net Time Required Vault 
Member banks demand deposits reserves cash 
deposits Net Total 
de- | required 
mand | reserves 
Chicago: 
ig 6... 5, 119, 150 1, 277, 878 985, 341 22, 102 0. 43 2.24 
All CRC (14) 5, 559, 026 1, 433, 329 1, 072, 291 30, 733 . 55 2. 87 
RC (48) _. 967, 555 1, 036, 096 211, 451 29, 523 3. 05 13. 96 
Chicago, metropolitan area, country 
member (84) 825, 169 690, 007 125, 269 27, 255 3. 30 22.0 
7th Federal district, asnctad member 
(942)!__. an 5, 273, 903 4, 444, 774 831, 219 205, 009 3. 89 24. 66 























1 There are no country member banks within the city of Chicago. 


It may be useful to fit the foregoing information with respect to central Re- 
serve city and Reserve city banks in the broader picture of the entire banking 
facilities, member and nonmember, in the Chicago metropolitan area, which con- 
sists of five counties, viz: Lake County, Ind., 
Ill., DuPage County, Ill., Will County, Il. 

There are 229 banks in this area of which 146 are member banks and 83 are 


nonmember banks. 


Lake County, Ill., Cook County, 


In that part of the Chicago metropolitan area outside of 


the city of Chicago there are 152 banks of which 84 are country member banks 


*The names of and figures for capital meee and total deposits of these 48 Reserve 


city banks are listed on the attached schedule I 


American National Bank & Trust Co. of Dialed City National Bank & Trust Co. 
Continental Illinois National Bank & Trust Co. of Chicago, the First National Bank of 
Chicago, Harris Trust & Savings Bank, the Northern Trust Co. 


® See also schedules III and 


percentages thereof to net demand deposits and total required reserves. 


Vv regarding vault cash of member banks by classes and the 
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and 68 are nonmember banks. In the city of Chicago alone, there are 77 banks, 
consisting of 14 central Reserve city banks, 48 Reserve city banks, and 15 non- 
member banks. Broken down another way this information would appear as 
follows: 


























Deen Cueneo metropolitan area... .........-...............-.... 229 
EE SE REE SN er a 77 
ES SESE ORE ee SER 8 See Sn ea OR 14 
Reserve city_- ictal stile is tes elapse pectic tiniehnninn preaindlipsts anges a 48 
Nonmember al a cc mth aclu tlc en laps sibs sain tb aca iw 15 

panke dn eree Outside Chicago... >. .6....~. 2 ees 152 
EN EE eh SASL OORT LAE LETC ED. 84 
RET SE Se A SE ee Pe ey eee eae 68 


THE CENTRAL RESERVE CITY OF NEW YORK 


The geographical limitations of the central Reserve city of New York have 
progressively narrowed since early 1918. Once bounded by the corporate limits 
of the city of New York, now all member banks in Manhattan with an office 
south of Canal and Rutgers Streets (which is perhaps a reasonable demarcation 
line for the “downtown” area) are classified as central Reserve city banks. As 
of September 24, 1958, the central Reserve city banks were 18 in number and 
are listed according to their total deposits as follows: 


{In millions of dollars] 











Banks Capital funds} Total deposits 
ee, kt occcdew oebtecemaial ened sine wn 644 6, 032 
en. euckaiaiahiesweneneuseaes 698 5, 484 
a ce cine epailbanetenddubandublawinée 221 2, 835 
a sac uencneneneunminecacnee 304 2, 730 
a apiesemandeenécncesdasnamonenu 264 2, 395 
i nar dekn dash nncecscniekbbeess 421 2, 271 
Nene ee Od... Soemcnundwacbensabuawasains 136 1, 519 
i as, wubbionmasbiangconmaesaon 180 1, 459 
el To dinate wenpiplinnagioenanine 87 701 

Ee IS TE ERAN eS a ACN 2 SERIE 84 668 
i eh ns Demebainbhedaseeeadacougas 55 486 
Tee nn  udpewoassecbinehtligeccnuues 49 432 
EE eS 2 aS 12 170 
a EERIE Se SE SEE CE A eae ee 36 148 
i a ns ok ce ataninesetecksadseammawons 32 103 
an amin nan udauiee chiens 6 76 
EES SE NR A EES, eee 6 74 
ull ch Cito endinodnatihanahake i nenibiadnccanuwncohenns 2.3 24 








All other member banks located in Manhattan (including one with an office 
on the north side of Canal Street) are classified as Reserve city banks. As of 
September 24, 1958, Reserve city banks were seven in number and are listed 
below according to their total deposits: 


[In millions of dollars] 








Banks Capital funds} Total deposits 
I en. eee eeninece oS ae 12.0 146 
Nee as ania dnsaupinemiane 12.0 135 
I Sh AEF te oe coabenabdumacctuaven= 6.0 84 
aS Set tae ae eu doceeenddaccnbuubs 5.0 79 
Nee nc nace ued apadnundbcenadpaceee 3.0 39 
i ae a. neubenoahebadneseens 2.3 32 
I sa ke kath Gikbis Si cin eileen iN ehnnmmaicdiced 2.0 20 
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All member banks in other parts of the city are considered country member 
banks, and as of September 24, 1958, were seven in number and are listed accord- 
ing to their total deposits as follows: 


[In millions of dollars] 








Banks Capital funds) Total deposits 
5.) Ree REN Ao soo icwaccdcknecakbonschuoddbnnend igual. seetua 5.0 57 
2. Bensonhurst National. .._..._...-- EE ITS? ER EE OER 2 2.0 28 
SE TEE LEGS PPLE TTL TG EE, Rae ete ee aD 2.0 22 
en enn SL ° ood , ccc ca nabedesmcwewaseene aned@ans 1.2 18 
irs EE PENN eee snc cncdacnmisnbardiudabigduhsiotnsne bdddcesaveuscdwa 2.0 16 
cr ES 0a wind nga bide dnndnch db beesies JcaSncedncbabesebnd= eden 1.5 12 
a TE os 6 ihc hw tepstnninea ding Aen ven EAAS GS wie len ered 5 4 











There follows also a list of some of the larger member banks in New York 
State which are situated outside of the New York City limits. Three of the 
Buffalo banks shown in this tabulation are Reserve city banks and yet are sub- 
stantially larger than some of the central Reserve city banks in New York, not- 
withstanding that these three Buffalo banks have easy access to the Buffalo 
branch of the Federal Reserve Bank of New York. All of the other banks shown 
in this list, which includes some of very substantial size, are classified as country 
member banks for reserve requirement purposes : 


{In millions of dollars] 




















Banks Capital funds) Total deposits 
Marine Trust of Western New York, Buffalo (Reserve city bank)_..........-- 51.5 689. 7 
Franklin National Bank, Franklin Square-_-_..............-...-.-.---...----- 34.5 495. 6 
Manufacturers & Traders Trust, Buffalo aia rve city bank) 39.6 437.4 
County Trust, Whitc Plains. __...........- 28.8 394.7 
Lincoln Rochester Trust, Rochester. __---- 28.8 362.4 
ee eee aaa aaa an 21.0 341.4 
Meadow Brook GS EE a SE La aa 31.8 329.9 
National Commercial Bank & Ty MA ~ accidcnadtd cevatheteneaasiedll 19.1 284.9 
ary I ae SU, PRIN See. oi danccdicridauinwatabusdwdbodewent 15.1 169.0 
National Bank of Westchester, White Plains. .................-.-.-...----.- } 11.2 148.9 
Liberty Bank, Buffalo (Reserve city bank)_.................-.....-...-.---- | 11.5 144.9 
i ON EB CE 2  ) VES OED. PE ESTA 12.3 130.4 
Marine Midland Trust of Central New York, Syracuse..............-.-.---- } 9.6 124.6 
Marine Midland Trust of Southern New York, Elmira..............-.---.-- 14.0 120.3 
Lincoln N ational Bank & Trust, Syracuse.....................-..--.---.-... 6.2 112.1 

' 








As in the case of the city of Chicago, the central Reserve city classification 
in New York includes all banks that could loosely be considered as important 
money-market banks, but, as also in the case of Chicago, includes some rela- 
tively small member banks. Apart from the easy access of these smaller banks 
to the Federal Reserve bank, the higher reserve requirements imposed by their 
location seem clearly discriminatory. Similarly there appears to be little logic 
to support the classification of other banks in Manhattan as Reserve city, whereas 
banks in Brooklyn, Bronx, Queens, or Richmond are considered country banks. 
Prior to 1950, banks in the Boroughs of Bronx and Brooklyn which were within 
the limits of the city of New York were classified as Reserve city banks, and in 
that year the Federal Reserve Board permitted most banks in these boroughs 
to apply for a country bank status. For approximately the past 8 years certain 
New York banks with main offices located north of Canal Street in the Borough 
of Manhattan were reclassified to a Reserve city bank status. 


DISCUSSION OF SPECIFIC LEGISLATION 


As you are so well aware, the problem of congressional consideration of the 
present reserve requirement statute and structure is a very important one. For 
many years now there has been extensive and continuing discussion by Govern- 
ment people, economists, bankers, business people and Members of Congress con- 
cerning this subject matter. The Federal Reserve Board is known to have had 
the problem under study for a number of years. Other organizations too have 
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examined this matter critically in recent years. As indicated earlier, late in the 
second session of the last Congress a set of specific recommendations was put 
before the Congress at the request of the Federal Reserve Board in the form of 
companion bills numbered H.R. 11781 and S. 3603, respectively. Due to the late 
introduction of this measure and the calendar of business already pressing in 
the respective Banking and Currency Committees, hearings were not held on 
this measure by either the Senate or House Banking Committee, although the 
matter did come up for some discussion during the hearings on the Financial 
Institutions Act. (See the discussion on July 17, 1957, beginning at p. 104 and 
ending on p. 112 of pt. I of the hearings before the House committee.) H.R. 
5237 proposes three substantive amendments to section 19 of the Federal Reserve 
Act, two of which are separately discussed thereafter. 

One provision of the bill would grant the Board permissive authority to carve 
individual member banks out of their existing classifications for the purpose 
of cash reserve requirements and to place such banks in a lower classification, 
such authority to be exercised “on such basis as the Board may deem rea- 
sonable and appropriate in view of the character of business transacted by 
the bank.” As is apparent on its face, the standard, if it may appropriately 
be called such, which would purportedly guide the Board under the quoted 
language, is too general, vague, and indefinite to evaluate. This proposal is 
intended to take the place of the Board’s authority under the present law to 
permit individual member banks to maintain lower reserve requirements if 
located in the outlying districts of central Reserve or Reserve cities. The 
Board’s proposal implies the need for additional authority to enable it to 
change the Reserve status of specific banks, whose present Reserve status by 
virtue of the present system of geographical classification the Board on one 
ground or another regards as inappropriate. Obviously, the “problem” classi- 
fications in the case of specific banks cannot be adjusted under the present 
“outlying district” authority, which was granted the Board under the 1918 
amendment to allow it to ameliorate the inflexible operation of the geographical 
system of classification. Under that authority the Board is apparently unable 
to reclassify to lower status specific banks which cannot reasonably be con- 
sidered as located within outlying districts. Hence, the provision of the present 
law with respect to outlying districts having been found inadequate to 
cope with the problem as the Board sees it, the “character of business” test 
is proposed which is designed as another and substitute approach to relieve 
in part the inequitable operation of the geographical basis of Reserve classifi- 
cation. ‘Thus, like the 1918 amendment with respect to outlying districts, the 
Board now seeks another means of escape—on a specific case basis—from its 
own geographical straitjacket. Yet it is apparent that under the proposed 
bill the Board would continue to retain in the law for general application the 
very same geographical basis of distinction which gives rise to the need for 
the proposed new amendment, as it also gave rise to the need for the 1918 
outlying district amendment. 

One may well ask where the line should be drawn, and, indeed, one may 
further ask whether the authority sought by the proposed new amendment will 
provide the Board with rational and adequate authority to reclassify all prob- 
lem cases. Finally, one may most pointedly ask whether it is not the geographi- 
eal distinction itself, rather than escape clauses from it, which should be made 
the primary subject of attention by the Congress. In the opinion of many 
competent observers, the real problem is the soundness and practicality of the 
present system of geographical classification, which the Federal Reserve bill 
would nonetheless retain in general application. 

From the standpoint of administration, the Board’s proposal, if enacted, 
would seem to present problems of considerable delicacy and complexity. It 
may well be that the Board has in mind certain cases with which it could deal 
with a minimum of difficulty under such a. provision, but what of cases interme- 
diate between the obvious cases on either end of the spectrum of banks at- 
tempted to be differentiated for purposes of the escape clause on the basis of 
character of business? Indeed, it is also in this practical context that one may 
long ponder the question of what the Board might consider to be “character of 
business.” 

Another provision of H.R. 5237 would authorize the Board of Governors to 
impose reserve requirements for demand deposits of central Reserve city banks 
within a range of 10 to 20 percent instead of the range presently authorized by 
statute of 13 to 26 percent. Since this proposed amendment would not affect the 
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present range of reserve requirements applicable to Reserve city banks, the effect 
of the amendment, if enacted, would be to establish the same range of require- 
ments for Reserve city and central Reserve city banks. This proposed amend- 
ment would not, however, require the imposition at a given time of statutorily 
equal reserves for both such classes of member banks, and the Board of Gov- 
ernors would still be empowered to fix different requirements with the proposed 
range applicable at the same time to Reserve city and central Reserve member 
banks. The proposed amendment would thus retain the power of the Board to 
maintain a differential between reserve requirements for Reserve city and central 
Reserve city banks which, for the most part, the Board has long done, and also 
the separate classification of central Reserve city. 

If the proposed amendment were now in effect, the maximum reserve require- 
ment applicable to central Reserve city banks would be 20 percent of net demand 
deposits, and since the present reserve required against net demand deposits is 
18 percent for central Reserve city banks, such an amendment, if now a part of 
the law, would not affect the reserve required for central Reserve city banks. 
This proposal, if in effect in certain past years, would, however, have affected 
reserve requirements, since on 17 different occasions reserve requirements 
against net demand deposits of central Reserve city banks exceeded 20 percent. 
The following schedule shows the variety of differentials which have existed 
since the passage of the Federal Reserve Act and the number of times and 
periods in which varying differentials have been in effect. This schedule illus- 
trates the longstanding policy of the Board to maintain differential requirements 
between the two classes of member banks: 


Member bank reserve requirements (percent of net demand deposits) 





History of 
differentials 
é / in central; Number 
Periods in effect Reserve | of periods 
city and in effect 
Reserve 

city 





Percent 
RO ER ee ea ee eS ee ee None 1 


AE, AE Ok ES SOE Oed a keninadidakandduestbeanbtevewnncumeiae diel elties iteeitaiain 
Apr. 24, 1958, to now } 1} 
Sept. 14 to Oct. 2, 1942 


Feb. 27 to Feb. 29, 1948____ 
June 24 to July 28, 1954___- 
July 29 to July 31, 1954_____- 
Aug. 1, 1954, to Feb. 26, 1958_ 
Feb. 27 to Feb. 28, 1958____-- 
Mar. 1 to Mar. 19, 1958_......--- p 
OG A re nee Oe yee reien eee 4 ee 
I, A 5, ce cli ccd pn tava nig’ sp iu hin wails dlancn ch thas Sep Selcah aa atnaaweali 
June 21, 1917, to Aug. 15, 1936 
I a Sl I a, tathiciids, Co ichin OU bu mdodinendenbaimsen vesecmlalekinn- os ‘ 
eect, O00, Oo ame 16 9006... -0-0-------0.-<0-a0- an SSRN ATO EU's 3 4 
Oe SO 2. < Src eawed dae os hive ctineiadbe aaepunedis tuannemadeeens 
Aug. 20 to Sept. 13, 1942 
ee er ee , . 6. nuhcudGnkionntiednn dbgubetubenedieingupananss<badien 
ee On SN, Be Bs on da dawanninokchposu nuncaanes ancdigiiehadenwacauboccaey 
hh Seen OO MG SOO 5 6s cceddecnncassedubacsawsdwnarens ibivis spade ailctadhh al 
GI NN i kot in ines incinerate Sika Sarina is Malanatend uw ak cabana 
June 30 to June 30, 1949_........-....-.-- Bs shivion si rable ntoasa sie eae ‘nie kann aahseanineneneel 
July 1 to July 31, 1949 
De MON DEE < coad cc wcncckgeatu anode seidtabievansaowdiues Sukeb ees 
SE Ee Se A RII & cnc cbvoniindun es duiegmeaienn Ding dA debuid cide tbeeicupan candids 
EE Es on on dcdnies ot ddiadhannaded edmennse the keewhanhiersenpaphien 4 18 
Aug. 18 to Aug. 24, 1949 
Se RE Ns BE Rs als vnc e wudinsintnihnbwiadgatnaneees tint oGhnecenanasatoae 
ih DW A, oo seat cls chs afigp aqui iimpnipied mine tbialy aa wale 
en en candid ne cadivempeeesahnndaeiabaweGna® —measme ie 
Jan. 16 to Jan. 24, 1951_..-...-- 

Jan. 25 to Jan. 31, 1951_____-- 
Feb. 1, 1951 to Jun. 30, 1953___- 
July 1 to July 8, 1953 















Aug. 16, 1936 to Feb. 29, 1937 4% $ 
Mar. 1, 1937 to Apr. 30, 1938 5 2 
i a ee ea YA 

May 1, 1937 to Apr. 15, 1938 6 2 


Nov. 1, 1941 to Aug. 19, 1942 
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Since the Board recognizes, as stated in the explanation accompanying the 
submission to the 85th Congress of H.R. 11781,’ which is substantially identical 
with H.R. 5237 of the 86th Congress, that the maximum requirement of 20 percent 
against net demand deposits for any bank or class of banks is believed to be 
adequate for any purpose under present or prospective conditions, the lowering 
from 26 to 20 percent of the maximum requirement which may be imposed on 
central Reserve city banks, while desirable as a matter of express statutory 
limitation, would appear to have limited or little practical significance in the 
Board’s own judgment. While the Board in its explanation states that this 
proposed amendment “‘would tend to encourage narrower differentials between 
classes of banks,” I have difficulty in determining what practical significance 
this statement may have. Of course, by reducing from 26 to 20 percent the 
maximum reserve which may be imposed against net demand deposits in the 
case of the central Reserve city bank, the proposal would theoretically tend to 
encourage narrower differentials. I say theoretically because the Board in the 
part of its explanatory statement, which I have quoted above, expressed itself as 
seeing no present or prospective need for a requirement in excess of 20 percent 
for any bank or class of banks. Moreover, even if the maximum Reserve require- 
ment applicable to central Reserve city banks were 20 percent as proposed in 
H.R. 5237, the Board could still under the statute if thus amended impose a 
differential which would vary between 10 and 20 percent since the minimum 
which could be imposed on central Reserve city banks would be 20 percent. I well 
realize that it seems unlikely that the Board would impose such a differential. 
In the history of the exercise of the Board’s authority under section 19 of the 
Federal Reserve Act, the highest differential at any time imposed between 
requirements again demand deposits of reserves of central Reserve city banks 
was 6 percent, and that occurred only twice and then only for reasonably brief 
periods. For the most part the Board in practice has applied a differential 
between the two classes of banks which ranged between 2 and 4 percent. 

Further, as a harbinger of the future I should hesitate to subscribe great 
significance to the presently existing differential of 114 percent. The 114-percent 
differential did not exist prior to 1958. Other than for the period October 8, 
1942, to February 26, 1948, when happily no differential existed, a differential 
of 2 percent or more has been in effect. 

Thus, while it could be that the present Chairman and members of the Board, 
or a majority thereof, would tend as a matter of policy to work toward a narrow- 
ing of the differential between the two classes of member banks, one would be 
rash indeed to rely on any such speculative judgment or opinion in discussing this 
highly important subject of legislation affecting member banks reserve require- 
ments. For the foregoing reasons I read with considerable reservation as to its 
substantial practical merit the statement of the Board that the lowering of the 
range applicable to central Reserve city banks would tend to narrow the differ- 
ential between the two classes of banks. 


SUMMARY AND CONCLUSIONS 


What is really believed to be long overdue is elimination of the central reserve 
classification per se and/or a statutory provision which requires that reserves at 
any time imposed be the same for the two classes of banks so as thereby to 
eliminate any differential in the requirements. 

A reform of the structure of cash reserve requirements is very much in order 
owing to changes in the Nation’s banking system that have occurred in the 45 
years since the Federal Reserve Act was passed and the 22 years since the require- 
ments were radically advanced under emergency conditions,® and the Board of 
Governors has taken a highly constructive step in bringing this matter to the 
attention of the Congress in the form of specific proposals. 

The problems with reserve requirements are two: They discriminate among 
cities in a way that has lost its historic justification ; they tie up lending power 
that will be needed for a growing economy and impede member banks’ ability to 
compete among themselves with other classes of financial intermediaries. 

It is greatly to be hoped that the Congress will carefully examine suggestions 
that new or substitute forms of discrimiation should be introduced related to 


7 See exhibit C attached. 
8 Huge gold inflow after reduction in gold content of dollar led to enactment of amend- 
ment of Aug. 23, 1935, which authorized doubling of maximum required reserves. 
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(1) the size of a bank, (2) the velocity of its deposits, or (3) the nature of its 
business. 

Reserve requirements are already—and properly—related to the size of a bank 
insofar as their amount is related to deposit volume. There is no apparent logic 
in providing, as it were, a progressive scale of percentages like an income tax and 
demanding that larger banks tie up larger fractions of their funds in idle cash 
reserves. This would be nothing but a penalty on size and success. Banks, like 
other enterprises, should be encouraged competitively to offer superior services 
and to grow with the country. Economies of larger scale of operations should 
be passed on in cheaper services to the public, not dissipated by compulsory hold- 
ing of sterile assets. 

The theory has been advanced that reserve requirements need to be higher 
in money-market banks, such as those in downtown New York and Chicago, 
because the velocity of turnover of deposits is greater. A system of reserve re- 
quirements based on velocity would tend to break down the functioning money 
and capital markets. The exceptional activity of funds is a measure not of pay- 
ment for goods but of bookkeeping transfers incident to financial clearing trans- 
actions. It reflects services perfromed (with little profit) for many types of 
customers, including out-of-town banks. In Chicago and New York great 
amounts of money pass through bank accounts incident to (@) issuance and 
redemption of bonds, notes, Treasury bills, and other open-market paper; 
(b) trading activity in the U.S. Government securities market; and (c) short- 
term investment transactions of correspondent banks and industrial corpora- 
tions out of general reserve funds they carry in major money-market banks. 
This work, often free from regular service charges, needs to be done in the func- 
tioning of the money market and the Chicago and New York banks are organized 
to handle it at minimum cost. 

The third proposition—to base reserve requirements on the nature of a bank’s 
business—is too indefinite to evaluate. But it is difficult to conceive how, in 
practical terms, any such system could avoid unjust discriminations. Mem- 
ber banks do not divide into neat categories. 

The continuance by the Board of Governors of the Federal Reserve System 
of any differential in reserve balances against net demand deposits required 
to be maintained by certain banks in the two central Reserve cities of Chicago 
and New York poses a problem of direct and immediate importance to the 
present and future growth of the business, commerce, and industry of the areas 
served by these banks, 

The Board has for many years had the authority under existing law to elimi- 
nate the existing reserve differential between central Reserve city and Reserve 
city member banks and the central Reserve city classification as such, but has 
not done and shows no inclination to do so. 

Presently, central Reserve city banks, Reserve city banks, and so-called coun- 
try banks are required to maintain with their respective Federal Reserve banks 
reserves balances of 18, 16%, and 11 percent, respectively, of net demand 
deposits. 

While the present differential classification may have had some logic prior 
to the establishment of the Federal Reserve System in 1914, it has little logical 
application to contemporary economic circumstances and conditions. The higher 
reserve requirement imposed on some member banks in the central Reserve 
cities of New York and Chicago contributes little to bank liquidity or to the 
scope of credit control by the monetary authorities. 

The effect of the higher differential applicable to the 14 central Reserve city 
banks in the city of Chicago is to immobilize a substantial portion of their loan 
and investment base, with obvious disadvantage to the competitive status, the 
earning potential, and the capacity of these institutions to serve their economies 
and their correspondent banks. This meant, as of June 30, 1958, the steriliza- 
tion of approximately $75 million in basic additional lending or investment po- 
tential for these 14 banks. This unnecessary and unjustified immobilization of 
such a large volume of the potential economic and earnings assets of these 14 
banks in the city of Chicago benefits none. Since this differential exists among 
banks within the city of Chicago itself, it could hardly be called a geographical 
differential, notwithstanding that it is generally so described. 

The enormous and ever-widening expansion and distribution of our national 
economic and financial resources has of itself blurred, if not extinguished, the 
original basis for the reserve differential between central Reserve and Reserve 
city banks, We have seen the development of many large and competitively 
important banks in other cities of the country which rank as important money 
and financial centers. Thus, as indicated earlier, over the past 25 years or 
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more, there has been a substantial decline in the percentage of total interbank 
deposits held by the central Reserve city banks, and a substantial growth in the 
percentage of total interbank deposits held by the large banking institutions in 
cities not classified as central Reserve cities. These banks and the cities in 
which they are located enjoy distinct competitive advantage which derive from 
lower reserve requirements applicable to Reserve city banks, and even in the 
case of some large banks to so-called country banks classification. 

Enactment by the Congress at this time of legislation to eliminate by statute 
the higher differential reserve requirement among member banks in the central 
Reserve cities of Chicago and New York and indeed the central Reserve city 
classification itself would have a highly salutary effect. Additional resources 
would thus be freed for constructive use to the benefit of the economies of 
these areas and of the national industry outside of Chicago and New York 
which these banks serve. While thus benefiting the economies and the areas 
which these banks serve and of the Nation, such action would also eliminate 
the existing discriminatory impact of the higher reserve differential on the 
earnings, competitive position, and capital accumulation of these banks. 


ScHEDULE I.—Ranking of central reserve and Reserve cities by percentages of 
demand deposits due to domestic banks 














Demand deposits 
City 
Due to banks 
Total in United Percentage 
States 
Millions Millions 

REE: SE eee eee $125 $99 79.2 
i CN, Gs onvnccmansacassenencasnen ee eee 59 24 40.7 
ANE Se AES SE REE PRP SPS 981 359 36.6 
tat tint daeawsan ebook 392 133 33.9 
SST a ee eee ee oy ee 1, 379 429 31.1 
M RR ee ae wearer 815 243 29.8 
kc wsmiimawnticeoeceineweceenedouesesencenn 378 106 28.0 
Ne nS pe dee cenedednnesnasnnechasshenas 1, 152 314 27.3 
a aide monbm anne enn gnnetenntauien 48 13 27.1 
eee 492 133 27.0 

TE so niessite swans acene choc stnabneneoenee 421 111 26.4 
ss aries eiec eden eansineoeaee 362 94 26.0 
Nee ee ce senndaekaihbebantionoencn 399 100 25.1 
Neen TT cn cannndipanenenanaeshe 606 151 24.9 
Nee a nenakenesenessenboubanree 256 63 24.6 
EERIE ee CS Pe RE 2 eee eee 183 45 24.6 
ed ennancendaeenivaend 475 117 24.6 
Nee sep carinngeesweraceae eee 393 95 24.2 
Neen ne Sadeonacdacimnonapuanaseones 545 118 21.7 
SEER ea a = SS Se SS ere eer 1, 301 271 20.8 
a caw bedinaseoreceesensennn 958 193 20.1 
aerwe CUNOOND........~ 2-2-0 0 doen enone a--e 5, 990 1, 186 19.8 
Neen ee) ee dulbiewanoubeeeundaved 3 152 19.7 
ES LENGE G EVR ES ES Ea eeeeeer ss 2 7 143 18.7 
SF Ss ee 351 65 18.5 
ee en etka ee a mermaids ik 608 107 17.6 

SRS SSeS Se SPS ee ee 168 26 15.5 
_ OGRE Sa er eee oe 102 15 14.7 
EATS a sare Sma 258 37 14.3 
SE ya GSE Se eee 2, 928 417 14.2 
Neen ac ouuueobennseeewwenoetonccuneacce 4 67 14.0 
Teen ee Li npdicccdabbnbvredaneedudcasennenesee= 2, 281 317 13.9 
Ne nb chicuetbabdsnaeannee 5 13.9 
Se eo ngunddhulnunesarpasseesaneesse 744 99 13.3 
SPL AOR OE ts BS A a aS SR a creo 356 44 12.4 
SE SE ee ee eer: eee ee 854 106 12.4 
ceeeen eeseene Now. Tork Oity............-_--......-----~<-- 22, 567 2,777 12.3 
Baltimore-__-_----- CRA ll SF Re Loe 781 86 11.0 
eds ated So inlbctrincacaquwrwsoscnbosobvene 375 38 10.1 
en hina cs pod sinneneuenple denn 2,115 195 9.2 
Rc oivenaspebereeyeies 552 49 8.9 
EES SEES Te. SEE IES Eee eee ee 1, 799 154 8.6 
ee ee i ccndane detect anus titernsasaéel 2, 442 188 7.7 
ee a Os Le bab iesanwaennecygace s 24 7.1 
Ne a ans he aS~ nln eeeSeneaeonaata 906 62 6.8 
Teen TT ee nck praswknadbengnecchabeesases 1, 228 67 5.5 
I Ss gli tka ek oe na nontndendboudsbocgantpagns 2, 781 124 4.5 
i ek cca mabe ddnndbpesapapiguyiens 741 32 4.3 
ee . eneeingeoen 6, 399 250 3.9 
ee sea delemneedudmutcowon 952 2.7 
Reserve city banks as a group.-.....-...---------------------- 45, 289 6, 113 13.5 
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ScHEDULE II.—Reserve city banks (as of June $0, 1958) 


{In thousands] 
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Banks Capital Total 
funds deposits 
‘, Belmont Netionel Genk of Chitele... ... 22 5c. ns sede cine n nc ccisescs $1, 299 $19, 959 
2) Gees emeeenns emt 1B CHICOGO: «. . ...ocn tic natcnccancaceduucssccnacon 7, 179 88, 294 
eS Ss kh rr eee 5, 060 106, 265 
4; Gitneme Dattenal Bank of Chicago. . . . ......cccccnccunnnccccceccencnces 822 14, 904 
5. Commercial National Bank of Chicago... ....................-.......... 1, 603 34, 091 
6. Consumers National Bank of Chicago- --.............-.-.-----..-..-.--- 633 4,118 
7. The Cosmopolitan National Bank of Chicago 3, 623 41, 590 
8. Devon-North Town State Bank -...--.......-......-.--------- 1, 308 21,018 
9. The District National Bank of ame Ccickaheatennd peas tiews 905 18, 833 
Op Bo 0 RR Lee ee so eee ere 1, 792 28, 183 
te OE a eee ee ee ee eee ee 1, 167 23, 502 
12. Gateway National Bank of Chicago.................-.-...-----------.--- 743 3, 840 
13, Kaspar American State Bank..._-.....-.-..---.----.---.. nigtidioquendtiaae 765 7, 978 
Ce oe, SR ES a Se ee 6, 425 71,919 
1 Bene ew Truss moe Covi Hank. <... 2.2 66a saeco ck ccc ccs 13, 105 169, 833 
16. The Lawndale National Bank of Chicago__.---.........-.------..------- 2, 304 , 666 
Te, SE SUMUREEED GNI oc od aL ccwnnde sdb educdsndnceuisieseseucckescstien 1, 465 35, 079 
ne Me I cl re ha ie nn eGn oh aoe wekedetunwencnend 3, 417 38, 861 
19. The Manufacturers National Bank of Chicago_-...............-...------ 2, 594 47, 661 
Sar ar OR SE os cc taneous dhlkmccduiebdpelnadacamat 2, 142 35, 978 
21. Mercantile National Bank of Chicago........................<--2-----ee- 5, 415 65, 239 
22. Merchandise National Bank of Chicago-..-............-...--------------- 6, 263 76, 464 
28. Merchants National Bank in Chicago.............................---.-.. 3, 636 51, 526 
Sy ee ee ae aye SEE TSS 1, 007 16, 221 
ao. Mid-City National Bank of Chicago... .. 2... 1. cncseses si nccen cc cse eee. 4, 359 56, 790 
ny mn UE Ne ok cal 5 Sata dud aswanesmmenaenahboesl 2, 939 , 027 
27. National Bank of Albany Park ‘in EE CR RRS SE ee ee eae? 1, 249 24, 666 
a St  k  emcnaetedavqaakeneesninende 2, 019 37, 438 
29. National Bank of Commerce of Chicago. ............---------------.---- 2, 908 45, 601 
30. National Bank of Hyde Park in Chicago__-__-- PAL PES EEG Oe 2, 050 30, 008 
31. National Bou'evard Bank of Chicago... -........-......--.........-.---.- 5, 806 81, 836 
33. National Fecurity Bank of Chicago. .......................-....<......-. 4, 349 70, 240 
33. The North Shore National Bank of Chicago--.-............-...---.----- 3, 298 48, 875 
34. Northwest National Bank of Chicago.................--..-.------------. 4, 199 , 542 
eR Be eR ae ee eee ee 1, 489 15, 302 
es FOES TUMGINRED SPINE OF CONN nnn 5 ncn vc cencccncdcconeseocqucwasancs= 926 16, 565 
en ey NE Se kb i wadanschawcutbeansneckacené 9, 131 105, 043 
38. The Skala National Bank of Chicago. ......-.....-....-.-----..--------- 791 13, 100 
i eet Sn I SI oc edesevecdwaddnenagenedeuuanat 3, 857 65, 695 
i, OOUEeD SE FCRIII SION nn. cc cnnscweseenessascentcdceccsecdbaun 3, 518 54, 087 
41. The South Shore National Bank of Chicago__...............-.-.-..--.--- 3, 347 47, 846 
ce Be ag es A ee 2, 088 21, 562 
a ee Se Snaebiedabbbbisacnumeddbbecudimecs 1, 567 25, 377 
44. The Steel City National Bank of Chicago 613 13, 690 
45. Union National Bank of Chicago-_-......-..-- 1, 065 16, 766 
Sok ge CR ee a ea eee 2, 326 23, 539 
47. Upper Avenue National Bank of Chicago 2, 612 32, 874 
48. Uptown National Bank of Chicago---.-__--- bcincshdvai cs aah iene Ga aha eral coibatnencctdis 3, 979 63, 185 
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ScHEDULE III.—Vault cash holdings of member banks, by classes, on selected call 
dates, 1957-58 
















































































[Millions of dollars] 
Percent of— 
Net Deposits, Vault My 
demand time Total cash 
Net Total 
demand 
Central Reserve city banks: 
New York City: 

. isso Seca cirin seemed isn 20, 120 3, 774 23, 894 143 0.71 0. 60 
a 19, 954 3, 695 23, 649 116 . 58 49 
RRR SR IES eae) 20, 426 4, 667 25, 093 127 . 62 51 
I i io rete cinale nc eieks manuel 22, 523 5, 280 27, 803 145 . 64 52 

EE aE. 20, 756 4, 354 25, 110 133 . 64 53 
Chicago: i 
So ee distin Sam awdd 5, 258 1, 328 6, 586 28 . 53 . 43 
SE dn ob cckaqukcocesasien 5, 219 1,325 6, 543 29 . 56 . 44 
ESS eee AE 5, 242 1, 391 6, 633 32 61 . 48 
ER ec ingnansenccsocs 5, 921 1, 442 7, 363 31 . 52 42 
SS eS ae, «eee 5, 410 1, 372 6, 782 30 .55 44 
Reserve city banks: HO) he 
Located in Reserve bank cities: 
ES oo Sa cnnwenneedanoe 17, 174 9, 781 26, 955 268 1. 56 . 99 
ES a are 7, 465 10, 044 27, 509 229 1.31 . 83 
EERE ER SPS IE 17, 150 10, 584 27, 734 252 1. 47 91 
te ai ti tccnconcstauene 18, 361 11,315 29, 676 285 1. 55 . 96 
SRE ee ee 17, 538 10, 431 27, 969 259 1.48 . 92 
Located in Reserve branch cities: 
isis n acme ncatind bonnie 16, 027 6, 863 22, 890 292 1.82 1. 28 
I oo eae a ae alls 16, 339 7, 093 23. 432 266 1.63 1.14 
SERS. RS PaaS Ee: 16, 282 7, 582 23, 864 284 1.74 1.19 
is res cadarn oes Bes 16, 983 8, 159 25, 142 317 . 1. 26 
OE eae on 16, 408 7, 424 23, 832 290 1.77 1, 22 
Located in other Reserve cities: i 
"5 Bip aer eee 4, 501 1,077 5, 578 93 2.07 1. 67 
Se: SE na cncgesasbecs Ne 4, 491 1, 366 5, 857 84 1.87 1. 43 
ON SITE SEO TN 4, 521 1, 422 5, 943 91 2. 01 1. 53 
erat ak nal 5, 091 1, 648 6, 739 104 2.04 1. 54 
les oe incinaitnt matty: 4, 651 1, 378 6, 029 93 2.00 1. 54 
All Reserve city banks: 
ii ics cent elein woes aaa: 38, 597 19, 233 57, 830 642 1. 66 1.11 
Country banks: ny oy ; a 
Eee eee 35, 235 21, 624 56, 859 1, 241 3. 52 2.18 
| ae ee 35, 858 22, 426 58, 284 1, 164 3. 25 2.00 
EE hs aks ic menabodenncccense . 23, 093 58, 057 1, 228 3. 51 2.12 
| SS eee Ae 35, 371 24,315 1 1, 395 3.9 2. 34 
ii lenintmnitioosunepeas 35, 356 22, 865 58, 221 1, 257 3. 56 2.16 
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ScHEDULE IV.—Required reserves, excess reserves, vault cash, and demand 
balances with domestic banks, by classes, on selected call dates, 1957-58 
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{Millions of dollars] 
Total net Percent Demand Percent 
demand Re- of net Vault | Excess | balances of net 
and quired | demand | cash | reserves with Total | demand 
time reserves and other and 
deposits time banks time 
New York City central 
Reserve banks: 
June 6, 1957__.....-.-- 23, 893 4, 213 17.6 143 —132 43 54 0. 23 
Oot. 11, 1067...-.<... 23, 649 4,176 17.7 116 31 36 183 one 
Mar. 4, 1958_._...--- 25, 093 4, 216 16.8 127 14 52 193 -7 
June 23, 1958_._.._.-- 27, 803 4,318 15. 5 145 100 73 318 1.14 
DRE. Fics come 25, 110 4, 231 16.8 133 4 52 185 .74 
Chicago central Reserve 
banks: 
June 6, 1957__...._.-- 6, 586 1,118 17:0 28 —29 G4 93 1. 41 
Oat) 38, Bier.....-..-- 6, 543 1,110 17.0 29 185 95 309 4.72 
Mar. 4, 1958___....-- 6, 633 1, 092 16. 5 32 52 98 182 2.74 
June 23, 1958_._._.--- 7, 363 1, 138 15.5 31 45 122 198 2. 69 
BWRER i in cadn ces 6, 782 1,115 16.4 30 63 103 196 2. 89 
Reserve city banks: 
1 ?l eee 55, 659 7, 684 13.8 653 17 1,811 2, 481 4.46 
. es 56, 799 7,818 13.8 580 179 1, 848 2, 607 4. 59 
Mar. 4, 1958___..---- 57, 542 7, 621 13. 2 790 —98 2,031 2, 723 4.73 
June 23, 1958___.___-- 61, 558 7, 728 12.6 628 —152 2, 256 2, 732 4.44 
Average. .......... 57, 889 7, 713 13.3 663 dt 1,987 | 2,636 4. 55 
Country member banks: 
June 6, 1957__.....-.- 56, 859 5, 309 9.3 1, 241 321 3, 949 5, 511 9. 69 
Oot, 11, 1067......... 58, 284 5, 424 9.3 1, 164 280 4, 581 6, 025 10. 34 
Mar. 4, 1958_....._-- 58, 057 5,175 8.9 1, 228 497 4, 481 6, 206 10. 60 
June 23, 1958__.....-- 59, 686 5, 107 8.6 1,395 286 4,417 6, 098 10, 22 
Average. ........-- 58, 221 5, 229 9.0} 1,257 346 4,357 | 5,960 10. 24 
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ExHIBIT C 


EXPLANATION OF PROPOSED LEGISLATION FOR REVISION OF RESERVE 
REQUIREMENTS 


The Board of Governors of the Federal Reserve System is proposing to Con- 
gress three changes in existing law concerning reserve requirements of member 
banks. The proposed amendments would: 


1. Authorize the Board to permit member banks to include all or part of their 
vault cash holdings in their required reserves : 

2. Authorize the Board to fix the reserve requirements for demand deposits of 
central Reserve city banks within a range of 10 to 20 percent, instead of the 
(For other classes of deposits at 


present authorized range of 13 to 26 percent. 
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member banks, the ranges within which the Board is authorized to fix the 
requirements would remain as at present.) 

3. Make more flexible the Board’s authority to permit individual member 
banks in central Reserve or Reserve cities to carry lower reserves than those 
specified for banks in such cities. 

Purposes of these proposals may be briefly summarized as follows: 

1. The counting of vault cash as reserve would correct a generally recognized 
inequity that now exists because many banks find it necessary for operating pur- 
poses to hold larger amounts of vault cash than do other banks. Since vault 
cash holdings and reserve balances at the Reserve banks are interchangeable 
and both serve the same purpose in influencing the volume of bank credit, they 
should both be counted as reserves. Counting of vault cash as reserves would 
also have collateral advantages, such as reducing the costs of transporting and 
handling currency and facilitating the holding by member banks of larger 
stocks of currency that would be available over widely dispersed areas for use 
in a national emergency. 

Such a provision would make possible the release of over $2 billion of reserves 
for all member banks. Country banks hold nearly $1.4 billion of vault cash, 
amounting to about 4 percent of their net demand deposits or over a fourth of 
their present required reserves, while Reserve city banks as a group have vault 
cash holdings amounting to less than 2 percent of net demand deposits or a 
tenth of their total required reserves. The vault cash holdings of many large 
city banks, however, including most central Reserve city banks, amount to 1 per- 
cent or less of their net demand deposits and but a small fraction of required 
reserves. Thus this provision taken alone would not only add greatly to the 
total supply of reserves but also would have the effect of widening and distort- 
ing existing differentials in reserve requirements as between classes of banks. 
It would, therefore, be necessary to put these changes into effect gradually and 
to accompany them by partly offsetting adjustments in the reserve requirement 
percentages. 

2. Under the present law, by reclassifying cities or by abolishing classifica- 
tions and also by changing requirements, the Board has legal authority to alter 
differentials in requirements as between the broad classifications of member 
banks. By using this authority any undue distinctions between classes of banks 
may be gradually reduced. If vault cash holdings are permitted to be counted 
as reserves, it would have the effect of lowering the required reserves of each 
class of banks, but particularly of country and Reserve city banks, where vault 
eash holdings are relatively large. The Board consequently is proposing no 
change in the percentage requirements as now stated in the law for these classes 
of banks—7 to 14 percent and 10 to 20 percent, respectively, against net demand 
deposits. 

It is proposed, however, that permissible requirements for central Reserve city 
banks be lowered to the 10 to 20 percent range authorized for Reserve city 
banks. A maximum requirement of 20 percent against net demand deposits for 
any bank or class of banks is believed to be adequate for any purpose under 
present or prospective conditions. While this amendment would retain authority 
for keeping three classes of banks with differential requirements against demand 
deposits, it would tend to encourage narrower differentials as between classes 
of banks. 

8. Under existing law individual member banks can be permitted to carry 
lower requirements if they are located in the outlying districts of central Reserve 
or Reserve cities. This provision permits the Board to alleviate inequities which 
arise when banks located in such outlying districts are predominantly engaged 
in business that is similar to that of banks with a lower reserve classification. 
It does not, however, permit the Board to bring equivalent relief to such banks if 
they are located in the central districts of Reserve and central Reserve cities. 
The amendment proposed would permit adoption of more rational criteria for ex- 
empting individual banks than can be used under existing law and thereby make 
possible elimination of some existing inequities. 

With the amendments proposed, along with other provisions of existing law, 
the Board would have adequate authority to make any changes in the structure 
and level of reserve requirements that are likely to be appropriate under present 
or prospective conditions. Legislative authority with respect to both the level 
and structure of reserve requirements for member banks should be sufficiently 
flexible to enable adjustments to be made in a manner, in amounts, and at times 
that are consistent with the aims of monetary policy, with the international po- 
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sition of the country, and with the maintenance of a sound and effectively func- 
tioning banking system. Existing law with the amendments proposed would 
permit moving gradually toward a more equitable and rational structure of 
reserve requirements and toward making in the course of time any changes in 
the level of reserve requirements, consistent with appropriate monetary policy 
and sound banking practices, that may be needed to meet the monetary and credit 
needs of a growing economy. 


A BILL To amend the National Bank Act, as amended, and the Federal Reserve Act, 
as amended, by eliminating references therein to central Reserve cities 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled. 

Section 1. That section 5191 of the Revised Statutes of the United States (12 
U.S.C. 141) is amended to read as follows: 

“The following cities are designated as Reserve cities : 


Atlanta Houston Omaha 
Baltimore Indianapolis Philadelphia 
Birmingham Jacksonville Pittsburgh 
Boston Kansas City, Kans. Portland, Oreg. 
Buffalo Kansas City, Mo. Pueblo 
Charlotte Little Rock Richmond 
Chicago Los Angeles St. Louis 
Cincinnati Louisville St. Paul 
Cleveland Memphis Salt Lake City 
Columbus, Ohio Miami San Antonio 
Dallas Milwaukee San Francisco 
Denver Minneapolis Seattle 
Detroit Nashville Toledo 

Des Moines National City, Ill. Topeka 

El Paso New Orleans Tulsa 

Fort Worth New York Washington 
Helena Oklahoma City Wichita 


“The Board of Governors of the Federal Reserve System may at any time 
reclassify cities so designated as Reserve cities, may add to the number so classi- 
fied, or terminate the designation of any cities as such.” 

Sec. 2. That section 5191 of the Revised Statutes of the United States (12 
U.S.C. 142) is hereby amended by striking therefrom the words “or central Re- 
serve cities.” 

Sec. 3. That section 5192 of the Revised Statutes of the United States (12 
U.S.C. 144) is hereby amended by striking therefrom the words “central Re 
serve or.” 

Sec. 4. That the thirteenth paragraph of section 2 of the Federal Reserve 
Act, as amended (12 U.S.C. 224) is hereby amended by striking therefrom the 
words “and central Reserve cities.” 

Sec. 5. That the sixth paragraph of section 11 of the Federal Reserve Act, as 
amended (12 U.S.C. 248(e)) is hereby amended by striking in two places therein 
the words “and central Reserve cities.” 

Sec. 6. That section 19 of the Federal Reserve Act, as amended (12 U.S.C. 
462) is hereby amended by striking from the third paragraph thereof the words 
“or central Reserve city” and by striking all of the fifth paragraph of said sec- 
tion 19. 

Sec. 7. That the sixth paragraph of section 19 of the Federal Reserve Act, as 
amended (12 U.S.C. 462b) is hereby amended to read as follows: 

“Notwithstanding the other provisions of section 19 of the Federal Reserve 
Act, as amended, the Board of Governors of the Federal Reserve System, upon 
the affirmative vote of not less than four of its members, in order to prevent 
injurious credit expansion or contraction, may by regulation change the require- 
ments as to reserves to be maintained against demand or time deposits or both 
(1) by member banks in Reserve cities or (2) by member banks not in Re- 
serve cities or (3) by all member banks; but the amount of the reserves re- 
quired to be maintained by any such member bank as a result of any such 
change shall not be less than the amount of reserves required by law to be 
maintained by such bank, nor more than twice such amount.” 
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Digest oF STATEMENT OF JAMES J. SAXON, ATTORNEY FOR THE First NATIONAL 
BANK OF CHICAGO 


Pending before the respective Banking and Currency Committees of the Con- 
gress is legislation (H.R. 5237 and S. 1120, respectively) proposed by the 
Federal Reserve Board, which would revise section 19 of the Federal Reserve 
Act (a) to allow a member bank in the discretion of the Board of Governors 
to count part or all of its cash on hand (so-called vault cash) as part of the 
reserve it is required to keep on deposit with its Federal Reserve bank; and 
(b) to make several other changes of lesser significance in present section 19. 

Congressional reappraisal and reform of the structure and level of cash 
reserve requirements is long past due. The submission of the Federal Reserve 
legislation is a helpful step to that end. 

A significant provision of these bills would give a member bank the right 
to count part or all of its cash on hand as part of the reserve it is required 
to keep on deposit with its Federal Reserve bank. This provision would make a 
long overdue and highly constructive change in the present law which would 
be of substantial importance to banks classified by the Board of Governors 
as country member and Reserve city member banks. This provision would 
appear to be supported by member banks generally, including the handful of 
banks classified as central Reserve city banks, notwithstanding that it would 
be of mere nominal or negligible value to the central Reserve city banks. 

The glaring defect of these bills, however, is their failure to propose the 
elimination of the central Reserve city classification and of the higher reserve 
imposed on a handful of banks in the two central Reserve cities of Chicago and 
New York. 

Under present regulations of the Federal Reserve Board, the percentage of 
net demand deposits required as reserve is 18 percent for the 32 central Reserve 
city banks, 16% percent for the 274 Reserve city banks, and 11 percent for the 
6,007 country member banks. 

There is no sound reason today why the Congress should allow the Board of 
Governors to carve out a handful of banks in Chicago and New York and impose 
on their demand deposits a higher reserve than is required of any other member 
banks. The attached statement is believed to establish this view. 

It is submitted that this long-standing, anachronistic, and unreasonable dis- 
crimination against 14 banks in Chicago and 18 banks in New York benefits no 
one. And what is worse, it seriously penalizes the cities of Chicago and New 
York. By preventing the use of a substantial part of the resources of these banks 
in additional loans and investments, the higher differential reserve requirement 
on these banks is an economic detriment to these cities, to the growth of their 
business, commerce, and industry, to the earnings and capital accumulation of the 
affected banks, and to the employment and income of the cities’ citizens. This 
discriminatory differential ought to be removed by the Congress. 

Moreover, the enormous and overwidening expansion and distribution of our 
national economic and financial resources has extinguished the original basis 
for the special classification of Chicago and New York as central Reserve cities. 
We have seen the development of many large and competitively important banks 
in other cities of the country, which rank as important money and financial 
centers and yet have a lower reserve classification. Over the past 20 years or 
more, there has been a substantial decline in the percentage of total inter- 
bank deposits held by banks in the central Reserve cities of Chicago. and New 
York, and a substantial growth in the percentage of total interbank deposits 
held by banks in cities classified as Reserve cities. 

Of the 25 largest banks in the country ranked by volume of deposits as of 
December 31, 1958, 14 were located in the cities of San Francisco, Los Angeles, 
Detroit, Pittsburgh, Boston, Cleveland, Philadelphia, and Dallas. All of these 
cities are classified as Reserve cities, so that every bank therein is subject to 
a lower reserve requirement than the 32 banks in Chicago and New York classi- 
fied as central Reserve city banks. 

The maintenance of any higher differential on these central Reserve city 
banks cannot be justified on grounds of monetary control or the liquidity of these 
banks. 

Whatever words one may use in attempting to explain the present discrimina- 
tion in reserve requirements between the 32. central Reserve city banks in 
Chicago and New York and the Reserve city banks in the 49 Reserve cities, 
whether on the basis of the supposed justification of percentage of deposits due to 
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banks, size of banks, velocity of deposits, or one or more other criteria subsumed 
under the vague and general term “character of business,” he logically and 
factually must find it difficult or even rationalize the presently existing 
discrimination. 

It is, therefore, greatly to be urged that the respective Banking Committees of 
the Congress will amend this proposed legislation to eliminate the central 
Reserve city classification and to continue the requirement of present law that 
the Board impose a uniform reserve requirement for all banks in a particular 
classification. 

Mr. Brown. Mr. Saxon, do you have any comments on the proposi- 
tion of writing into the law standards to permit the Board to determine 
character of business ? 

Mr. Saxon. Mr. Chairman, any agency exercising quasi-judicial 
powers should have appropriate standards to guide the administrative 
agency. 

However, in the case of the distinction existing today between the 
larger banks in the central Reserve and the Reserve cities, we are unable 
to substantiate the validity thereof. This being so, we have concluded 
that parity ought to exist, as a matter of statute and as a matter of 
practice. This also being so, we are unable to state or recommend that 
such standards be applied, since we are saying that the differential 
ought to be eliminated and the classifications ought to be consolidated. 

However, with respect to the provision in the bill which gives the 
Board just a little bit more room in lowering the classification of some 
individual member banks presently classified in higher classes, there 
I think some standards may appropriately and should appropriately 
be written into the statute, for two reasons: To protect the Board, and 
secondly, to protect the individual member bank which may seek to 
have its classification lowered. 

I do not believe, difficult as this may be, that the writing of standards 
for this purpose would be beyond the capacity of those who have lived 
with this subject for many years. 

Mr. Brown. How do you other gentlemen feel about this problem ? 

Mr. Boytes. I feel the same way that he does. I do not think stand- 
ards should be set up with respect to any alleged distinction between 
the central and Reserve cities, because of the factors that we have 
brought out here, which substantiate, in our opinion, the ending of 
the central Reserve city class. With respect to the smaller banks, I 
would anticipate that if the Federal had reason to lower the reserves 
of an individual bank as it would have permission to do under this bill 
it would do so under some standards of its own, and if not done now, 
eventually Congress probably would have to set proper standards for 
declassifying individual member banks. 

Mr. Brown. Mr. Sprinkel, I think you have a statement ? 

Mr. Sprtnxkeu. Yes, sir, I do. 


MEMBER BANK RESERVE REQUIREMENTS 


STATEMENT OF BERYL W. SPRINKEL, ECONOMIST, HARRIS TRUST 
& SAVINGS BANK, CHICAGO, ON BEHALF OF THE CENTRAL 
RESERVE CITY OF CHICAGO 


Mr. SprinkeL. Mr. Chairman and members of the committee, my 
name is Beryl W. Sprinkel. I am an economist of Harris Trust & 
Savings Bank in Chicago, which is one of the 14 central Reserve city 
banks of Chicago. 
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At the outset of this statement I wish to express support for H.R. 
5237. We further urge an amendment to section 19 of the Federal 
Reserve Act to eliminate the central Reserve city classification of Chi- 
cago and New York. Unfortunately, H.R. 5237 would retain the cen- 
tral Reserve city classification of Chicago and New York. My state- 
ment will attempt to demonstrate why, under Pee circumstances, 
the historical and the current arguments for discriminating against 
32 banks in Chicago and New York are not justified by the facts. 

Reasons for favoring elimination of central Reserve city category : 


A. BRIEF HISTORY 


In our opinion the present classification of central Reserve city 
banks for required reserve purposes is an anachronistic holdover 
from the National Bank Act days which permits unreasonable dis- 
crimination against 14 banks in Chicago and 18 banks in New York 
to the benefit of no one. Furthermore, it penalizes the growth and 
development of the cities of Chicago and New York. We believe our 
position can be justified strictly on the merits of the case presented. 

The basic reason for higher reserve requirements against central 
Reserve city and Reserve city bank deposits under the National Bank 
Act was the high concentration of bank balances. The relative size 
of correspondent bank balances has continued up to the present time 
to be the justification given by the Federal Reserve Board for dis- 
criminating against central Reserve city banks. 


B. DECENTRALIZATION OF THE ECONOMY AND BANKING 


Although industrial and financial activity was once highly concen- 
trated in a few areas of the economy, the trend toward decentraliza- 
tion has carried far in the past century and continues up to the present 
time. Of the 25 largest banks in the country sip by size of de- 
ase as of December 1958, 14 are situated in the Reserve cities of San 

‘rancisco, Los Angeles, Pittsburgh, Detroit, Boston, Cleveland, Phil- 
adelphia and Dallas. All of these large banks are located in Reserve 
cities subject to lower reserve requirements than are Chicago and 
New York. It should be noted that banks in many Reserve cities 
are currently growing faster than banks in Chicago and New York, 
so decentralization of deposits will become even more evident in subse- 
quent years. 

Not only have Chicago and New York banks declined in relative size 
to banks in other sectors of the country, but also Chicago and New 
York banks have declined relative to other banks in their holdin 
of correspondent bank balances. Banks in Chicago and New York 
once had a disproportionate share of their total deposits in the form 
of correspondent bank balances. Such is no longer the case. 

Reserve city banks today hold 54 percent more domestic bank 
balances than do central Reserve city banks. The average percent- 
age of domestic bank balances to total demand deposits is almost 
identical for the two bank categories. However, when domestic bank 
balances for banks in individual cities are compared with total de- 
posits, Chicago ranks 22d and New York 37th. Since the higher re- 
serve percentage requirement for central Reserve city banks must be 
maintained against all demand deposits, the size of correspondent 
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bank balances relative to all deposits is the relevant measure. Clearly 
Chicago and New York are currently unjustly singled out for dis- 
crimination when measured by that criterion even if there was ample 
reason for that distinction in the previous century. 


C, FUNDAMENTAL QUESTION AS TO FUNCTION OF BANK RESERVE 
REQUIREMENTS 


In the days of the National Bank Act and in the early period 
covered by the Federal Reserve Act, it was believed that higher legal 
reserve requirements were necessary to assure that a measure of 
liquidity was maintained. In recent years no recognized monetary 
authority has contended that the provision of liquidity was the main 
function of required reserves. Modern bankers realize that the only 
item on their bank balance sheet which possesses less liquidity than re- 
quired reserves is the bank building. Individual banks must rely 
upon secondary reserves in the form of short-term investments to 
provide liquidity for their operations. The maintenance of ample 
secondary reserves to provide adequate liquidity is one of the im- 
portant functions of bank management. For the banking system 
as a whole, the ultimate source of funds to meet withdrawals is Fed- 
eral Reserve credit. Clearly the basic function of required reserves 
cannot be to assure liquidity for an individual bank or for the banking 
system. 

In modern times it has been generally recognized that the main pur- 
pose of reserve requirements is to provide a fulcrum for use in exe- 
cuting monetary policy. Reserve requirements, along with other 
Federal Reserve controls over the supply of reserves, serve as an 
essential instrument for regulating the ability of banks to expand 
credit and add to the available stock of money. Banks with excess 
reserves (total reserves minus required reserves) have an incentive 
to expand loans and/or investments and hence deposits, since com- 
mercial banks receive no interest on funds on deposit with the Federal 
Reserve bank. The Federal Reserve can increase excess reserves 
by either providing additional reserve funds via open market pur- 
chases of Government securities, increased loans to member banks, or 
by lowering the required reserve ratio. Conversely, the Federal 
Reserve can force banks to reduce loans and investments and hence 
the stock of money by reducing or eliminating excess reserves when 
the above procedures are reversed. In our view, it is absolutely 
critical that any change in required reserves regulations leaves intact 
the power of the Federal Reserve to conduct a flexible monetary 
policy and nothing we have proposed impairs this power. 

It is important to recognize that the relevant reserve requirement 
fact, so far as monetary policy is concerned, is the weighted average 
required reserve ratio for all member banks. The lower the weighted 
average required reserve ratio, the greater the potential expansion 
of commercial bank credit for each $1 increase in excess reserves. A 
given weighted average required reserve ratio can be achieved with 
many various combinations of required reserve ratios for categories of 
banks as well as by requiring the same required reserve ratio for all 
banks. There is clearly nothing to be gained from a monetary policy 
point of view by requiring 32 banks in Chicago and New York to 
maintain higher required reserve ratios than all other banks. 
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D. OTHER ALLEGEDLY RATIONAL BASES FOR DISCRIMINATORY REQUIRED 
RESERVE RATIOS 


1. Level of turnover or velocity : It is generally recognized that both 
the amount of money and the rapidity with which it is spent, i.e., turn- 
over or velocity, are equally important determinants of total mT 
and hence business activity including both physical production an 
prices. The historical record clearly indicates that the average 
velocity of all money in the economy tends to rise during periods of 
business improvement and decline during recessions or depressions. 
The Federal Reserve can directly influence the money supply, but 
velocity is determined largely by the multitude of spending units and 
cannot be directly influenced by Federal Reserve policies. Hence, over 
the business cycle Federal Reserve actions on the money supply must 
frequently be designed to offset the destabilizing effects of perverse 
fluctuations in velocity. 

Since it can be demonstrated that some banks have a higher average 
turnover of deposits than others, the Federal Reserve Board has 
recently contended that banks with high deposit velocity should be 
subject to a higher required reserve ratio. At first glance, the argu- 
ment is appealing, for if correct, it would appear to provide the Fed- 
eral Reserve with an additional control technique for offsetting per- 
verse fluctuations in money turnover. However, upon reflection it is 
clear the wrong inference has been drawn. 

First, it is not the level of velocity in various centers that is relevant 
to monetary policy, but rather the fluctuation in velocity levels over 
the business cycle. It does not necessarily follow that those centers 
having the highest average level of velocity. will also react: most per- 
versely over the business cycle. In fact, such data as are readily avail- 
able suggest the opposite is the case. We have been informed by the 
New York Federal Reserve Bank, which prepares turnover data for 
the banking system, that unfortunately data for Chicago bank deposit 
turnover have not been computed. There is reason to believe, however, 
that its cyclical fluctuations are similar to those in New York. The 
data indicate that fluctuations in New York money turnover (the 
highest average turnover available) are less destabilizing over the 
business cycle than fluctuations in other centers. 

New York turnover of deposits went up during the two past reces- 
sions, thereby aiding rather than offsetting monetary policy, while 
other centers typically declined. Also, New York turnover of deposits 
tended to rise less during periods of rising business activity than did 
other centers, thereby creating less of a problem for monetary policy. 

Second, even if further research could establish that the pattern 
of fluctuation in velocity of deposits in money-market centers during 
the past two business cycles was not typical of most business cycles, 
it would still be unwise to sanction discriminatory required reserve 
ratios for Chicago and New York. Such a basis for discrimination 
incorrectly assumes that a tag can be placed on those dollars that are 
most volatile and that, if credit expansion is limited in volatile centers, 
the effectiveness of monetary policy will be enhanced. Clearly, the 
facts do not justify such an assumption. The net effect of placing 
higher required reserve ratios on Chicago and New York banks is to 
lock up a larger percentage of their assets in nonproductive funds 
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and, hence, limit the amount of loans and investments possible. This 
means that Chicago and New York banks will not be able to make 
as many loans as would be the case if lower required reserve ratios 
existed, but it does not mean loans declined in Chicago and New York 
will not be made in other sections of the country. As in the tight- 
money periods of 1953 and 1957, loans will be dispersed to other lend- 
ing centers where lower required reserve ratios exist and funds are 
available. There is no reason whatsoever for believing that a bor- 
rower will utilize his funds less intensively if he acquires his money 
in Kansas City rather than Chicago or New York. The effect of the 
discriminatory reserve requirements is to place an unjust competitive 
disadvantage on 32 banks located in Chicago and New York and to 
thereby shift borrowing to other financial centers. 

As stated by Vice Chairman Balderston in testimony yesterday, the 
modern money market is nationwide in scope and cannot be compart- 
mentalized into isolated segments in various sectors of the country. 
Both borrowers and lenders have access to the modern miracles of 
transportation and communication. Dollars can be transferred almost 
instantaneously. We can be sure that reduced availability of funds 
in particular areas will not reduce borrowing activity, but will merely 
displace and disperse the transactions. Decentralization of financing, 
as our country continues to develop, is a highly desirable trend. But 
this trend does not justify unfair discrimination against Chicago and 
New York financial activities any more than it would justify reclass- 
ifying other major financial centers in the country as central Reserve 
cities and impose on banks therein a higher reserve ratio. 

Finally, it should be recognized that the velocity or turnover of 
Chicago and New York bank deposits is higher than in most centers 
because of bookkeeping transfers incident to financial clearing trans- 
actions which are largely planned nonrisk transfers, and is not due to 
an unusually high rate of payments for goods and services. In the 
main, the high turnover reflects check-clearing services performed 
(in large volume with little profit) for out-of-town banks. This work, 
often free from regular service charges, needs to be done in the func- 
tioning of an efficient money market, and Chicago and New York banks 
are organized to handle it at minimum cost. Continued higher reserve 
requirements for those centers lessens their ability to perform money- 
market services for out-of-town customers on an efficient and mini- 
mum-cost basis. 

2. General character of business: The Federal Reserve Board cur- 
rently contends that differences in the character of business of various 
banks justifies discriminatory required reserve ratios for those banks. 
Since required reserves do not perform a liquidity function, the 
liquidity argument is irrelevant and illusory. Sometimes it is argued 
that those banks maintaining a high percentage of business customers, 
who tend to utilize their deposits intensively, should be subject to 
higher reserve requirements. But high velocity cannot logically 
justify such discrimination as explained above. Moreover, large cor- 
porate deposits are today becoming even more decentralized in many 
banks in different cities because of such factors as plant and office loca- 
tion. Higher required reserve ratios would thus not have the effect 
of. decreasing the volume of business deposits in the economy as a 
whole, but would merely cause additional displacement from one 
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banking area to other banking areas. No material distinction in oper- 
ations among banks exists today as would reasonably and practically 
warrant higher required reserve ratios for a handful of banks in two 
of our many financial centers. 

Certainly a rational set of reserve requirements cannot conceivably 
be based on the idea that since 32 banks in Chicago and New York 
have long been discriminated against, this fact justifies continued dis- 
criminatory treatment. We are not asking that other banks be sub- 
jected to the same penalties, but merely that Chicago and New York 

anks be put on a parity with banks in other financial centers. 

In summary, we support H.R. 5237 but urge in addition the elimina- 
tion of the central Reserve city category of Chicago and New York 
and the higher differential reserve requirement thereby imposed on 
certain banks in those cities. The previous and existing discrimina- 
tory treatment accorded Chicago and New York banks cannot be 
justified on the basis of liquidity, size, correspondent bank balances, 
velocity of turnover, nature of business, or interference with the 
function that reserve requirements play in executing monetary policy. 

We are impressed by the fact that Chairman William McChesney 
Martin of the Federal Reserve Board also apparently shares our views. 
On July 17, 1957, in testimony presented before this committee, Mr. 
Martin stated in reply to a question that, in his judgment, there is no 
good reason today for setting aside Chicago and New York as central 
Reserve cities. 

The basic function performed by required reserve ratios is to pro- 
vide a fulcrum for use in effectuating monetary policy. It is essential 
that any change in required reserve ratios not interfere with that role. 
Our proposal would preserve the ability of the Federal Reserve Sys- 
tem to execute a flexible monetary policy and would, at the same time, 
remove unfair discrimination against 32 banks in the cities of Chicago 
and New York. 

Mr. Brown. Mr. Barrett, do you have any questions ? 

Mr. Barrerr. No questions. 

Mr. Brown. Mr. Fino? 

Mr. Fino. I have a question of Mr. Saxon. 

Mr. Saxon, although I was not a member of this committee last 
year, I seem to recall that this committee, working on the Financial 
Institutions Act, adopted an amendment doing away with the central 
Reserve city classification. Am I correct in that? 

Mr. Saxon. Yes, you are. AsTI recall, the committee from time to 
time published notices of its tentative action. As I recall, one of the 
tentative votes taken and announced was to eliminate the central Re- 
serve city classification and to leave only two classifications. 

The effect was to achieve the objective which we are here seeking 
with this proposal; yes, sir. 

Mr. Brown. Mr. Vanik. 

Mr. VantK. Just one brief question. I would like to address this 
to each of the gentlemen. With respect to your individual bank, are 
the funds which you are required to have on deposit as your reserves, 
with the Federal Reserve, in excess of your capital funds? 

Mr. Saxon. Substantially, sir. 

Mr. Boytes. Yes, sir. 

Mr. Sprinxe.. Approximately twice as much in our case, sir. 
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Mr. Borues. Two and a half to three times in our case, sir. 

Mr. Vantx. Thank you very much. 

Mr. Brown. Mr. Barr. 

Mr. Barr. No questions. 

Mr. Brown. Mr. Moorhead. 

Mr. Moorneap. I would like to ask if you believe that the distinc- 
tion in reserve requirements between country banks and Reserve city 
banks should be maintained. 

Mr. SprinKeEt. I agree with the conclusion that the ABA study 
reached, that our ultimate objective should be equal reserve require- 
ments of all banks. It seems to me that a first step is the elimination 
of competitive disadvantages to the central Reserve city banks in 
competing with the lower classified Reserve city banks, There, in 
my opinion, is the most unjust discrimination. It seems to me the 
ultimate objective should be equality of ratios for all banks. 

Mr. Moorneap. I would like to direct this question to Mr. Saxon: 
You stated that you believed there should be standards written into 
the law by Congress for determining the character of business. What 
do you think of language like this, that determination of the char- 
acter of business for the purpose of classifying a city bank as a country 
bank shall take into consideration total volume of deposits, holding 
of interbank deposits, distribution of other deposits among different 
- groups of owners, the turnover of deposits, the requirements of other 

banks in the same area doing a similar type of business, and other 
similar relevant factors? 

Mr. Saxon. Sir, I believe that the determination of precise stand- 
ards, as I stated earlier, would be difficult. At the same time I said 
I did not believe it was beyond the capacity of the Board and other 
interested parties, applicable solely to the lowering of the existing 
classification of an individual member bank. 

The problem in establishing standards is to avoid the use of terms 
which one party or another—we certainly for example—believe are 
inapplicable, for one reason or another, as in the case of velocity or 
turnover of deposits. 

In suggesting standards, I do not suggest that it may be possible 
to develop precise, definite standards. I do not go as far, on the other 
hand, as Mr Balderston went yesterday, in speaking of overdefinite 
or overspecific standards. Perhaps it would be possible to develop 
some language of a general character, such as is written in several 
of the pieces of proposed merger legislation, which would impose on 
the respective supervisory agencies the duty to take into consideration 
certain factors. This, speaking generally now, would be about as far 
as I would presently think we would be able to go. It is a difficult 
area. I do not underestimate the difficulty at all. 

Mr. Moorneap. Thank you. 

Mr. Vanrg. I have one other question. 

Mr. Brown. Mr. Barr has a question first. 

Mr. Barr. I did have a question. I wanted to address this to Mr. 
Saxon. 

Yesterday, I had the impression that the major opposition to this 
elimination of central city classification comes from the Federal Re- 
serve Board. They are concerned. I cannot be certain why they are 
opposed to this change of classification, but I would assume that part 
of it is that they do not want to give up that 114 percent right at the 
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moment. I know that they are concerned with inflation in this 
country, we are all concerned with inflation in this rae The 
have a duty to discharge in monetary policy, and I would like to as 
you, Mr. Saxon, if this elimination of the central Reserve city classi- 
fication, over a period of years, would be feasible? 

I wonder if the Wederal Réeorve Board would accept a compromise 
like that? 

Mr. Saxon. Yes, sir; I would suppose that it might be done over a 

eriod of time, such as, for example, by a half a percent a crack— 
it being presently a 114-percent overall differential. So you would 
start with that 114 as the maximum, and reduce by one-half percent 
per year over a period of 3 years, or over such time as the Board feels 
conditions permit. I think the point is excellent. 

Mr. Barr. It seems to me, Mr. Saxon, that there was an excellent 
reason for central Reserve classification, but the reason over the years 
has diminished and as I see time moving on, it seems that the banks in 
Cleveland, Dallas, and Los Angeles are going to keep on creeping up 
on Chicago and New York and I think the reason for that central 
Reserve city classification is going to be less obvious. All of us are 
hesitant to take any power away from the Federal Reserve Board 
or to oppose them too strongly. They have a very important duty to 
discharge in this country. We hesitate to oppose them. But perhaps 
they might be willing to accept something Tike that. 

Mr. Saxon. I do not see that adoption of our amendment would 
detract from their power in any substantive measure. For example, 
the gold argument was raised, but I think it is without substance. 
One of the witnesses here mentioned prestige as a possible argument 
for retaining the classification. Well now, prestige is a hollow thing 
today. We do not maintain customers, whether ‘banks or others, on 
the basis of prestige today. It is on the basis of extension of services, 
and if extended efficiently, we keep the balance. Otherwise, they move 
with surprising rapidity to some other bank, which is awfully glad to 
have them. I do not think elimination of the classification is a with- 
drawal of power. What we are speaking of is simply a 114-percent 
differential. That is all. This amendment does not limit the powers 
of the Board as I see it. It is a $75 million release of funds in the 
whole of the Chicago area. To me this would really be minimal in its 
economic impact. 

This special status has long existed and there has been long-standing 
irritation over it. This is the first opportunity these two groups have 
had to present the issue and in doing so, Mr. Barr, hoped, of course, 
that we would not in anywise impair H.R. 5237 which we think is of 
overriding significance to all other member banks. ; 

Mr. Barr. I would like to point out that one of the purposes of H.R. 
5237 is to aid the economic growth of the United States, to keep our 
employment high, and keep our economy strong. You have a third 
of the deposits almost in your central Reserve city banks. It seems 
to me if these lower requirements are going into effect, that probably 


you are going to have to look to the central Reserve city banks for a 
lot of funds. That is all. 


Mr. Brown. Mr. Vanik. 

Mr. Vanix. Just as a matter of record, a few moments ago you 
heard me read the excerpts from Governor Stratton’s letter. What 
are your reactions to his position? You are in support of it? 
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Mr. Boy.zs. Yes, sir. 

Mr. Saxon. Yes, sir. Aa 

Mr. VanrK. You are in full agreement with his position ? 

Mr. SprinKew. Yes, sir. 

Mr. Saxon. Absolutely, sir, definitely. 

Mr. Vanrx. Thank you. I want that asa matter of record. 

Mr. Brown. Gentlemen, we appreciate your statements. You may 
be excused. 

Mr. Saxon. Thank you, sir, we appreciate the time you have given 
us. 
Mr. Brown. We next have the New York Clearing House Associ- 
ation representatives. Come around, gentlemen. 

Identify yourselves, gentlemen, and proceed. 


STATEMENT OF ISAAC B. GRAINGER, ACCOMPANIED BY WESLEY 
LINDOW AND WILLIAM C. PIERCE, ON BEHALF OF NEW YORK 
CLEARING HOUSE ASSOCIATION 


Mr. Grarncer. Mr. Chairman and members of the committee, my 
name is Isaac B. Grainger, president of the Chemical Corn Exchange 
Bank of New York City. With my associates at this table I repre- 
sent the New York Clearing House Association. 

My associate on my right is Wesley Lindow, vice president of the 
Irving Trust Co. And on my left, William C. Pierce of Sullivan & 
Cromwell, clearinghouse counsel. 

We have prepared and submitted to you a recommendation dated 
April 6 which I would like to have introduced into the record. 

r. Brown. That may be inserted in the record. 

(The document referred to follows :) 


H.R. 5237—AN ANALYSIS AND RECOMMENDATIONS 


Prepared for the Committee on Banking and Currency, U.S. House of 
Representatives, by New York Clearing House Association, April 6, 1959 


Part 1. SumMARY oF Provisions or H.R. 5237 


H.R. 5237 is a bill introduced by Hon. Paul Brown of Georgia, to amend 
section 19 of the Federal Reserve Act with respect to the reserves required 
to be maintained against deposits by member banks of the Federal Reserve 
System. In summary, it would do the following: 

(1) Authorize the Board of Governors of the Federal Reserve System, under 
such regulations as it may prescribe, to permit member banks to count all or 
part of their vault cash as reserves. 

(2) Give the Board of Governors increased latitude to reclassify, as a Reserve 
city or country bank, a bank located in a central Reserve city, and to reclassify 
as a country bank a bank located in a Reserve city, on such basis as the Board 
may deem reasonable and appropriate in view of the character of the business 
transaction. 

(3) Make the range of reserves required to be held by central Reserve 
city banks against net demand deposits the same as that now in effect for 
Reserve city banks, namely 10 to 20 percent; the present range for central 
Reserve city banks is 13 to 26 percent. 


Parr 2. PosIrion OF THE NEW YORK CLEARING HOUSE ASSOCIATION 


The New York Clearing House Association endorses the first provision of 
H.R. 5237, namely, the permissive inclusion of vault cash as reserves. 

Because of the absence of specific statutory standards, the association has 
some reservations with respect to the second provision of H.R. 5237, which 
would grant authority to the Board of Governors to reclassify banks in central 
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Reserve cities and Reserve cities on an individual basis. However, the Board 
would doubtless endeavor to administer such authority with reason and con- 
sistency so that the association does not wish to oppose it. It should be noted 
that the need for such authority is a good illustration of the outmoded character 
of the present system of reserves. 

As to the third provision, the association endorses the principle that central 
Reserve and Reserve city banks should be made subject to the identical statutory 
range of reserve requirements. But the association believes this provision 
does not go far enough, since it would still permit the maintenance of a differ- 
ential in reserve requirements between central Reserve and Reserve city banks. 
The association therefore urges that the classification of central Reserve city 
banks should be abolished altogether, so that central Reserve city banks would 
become subject to the same reserve requirements as are Reserve city banks. 


MEMBER BANK RESERVE REQUIREMENTS 


I. THE INCLUSION OF VAULT CASH 


Some banks, because of their size, location, or character of business, find it 
necessary to carry a larger amount of vault cash, relative to deposits, than do 
others. The provision of H.R. 5237 permitting member banks to count vault 
cash as part of their reserves is designed to correct what has come to be regarded 
as an undue burden upon certain banks. Our comments on this are as follows: 


A. Amount involved 


The amount of vault cash held by member banks in the System in recent years 
has fluctuated around the $2 to $2% billion level, which today is equivalent to 
about one-eighth of total reserve balances. Since an abrupt increase of this 
magnitude could pose serious problems for the Federal Reserve System in its 
credit policy operations, the association concurs in the provision of H.R. 5237 
that the inclusion of vault cash in reserves be made subject to flexible admin- 
istrative regulation by the Board of Governors. 


B. Distribution 


The potential benefits accruing from the enactment of the provision of H.R. 
5237 dealing with vault cash are difficult to appraise, since its inclusion in re- 
serves might be accompanied by some realinement of reserve requirements. 
Nevertheless, the present distribution of vault cash suggests that the greatest 
advantage would accrue to the country banks, that it would be of less but 
still considerable benefit to the Reserve city banks, and that this provision 
would be of very limited benefit to the 32 banks now classified as central Reserve 
city banks (New York and Chicago), as the following table shows: 


Cash in vault 1st half of February 1959 




















Total Percentage of— 
Class of bank 

Amount Distribution | Net demand | Required 

(millions) (percent) deposits reserves 
AT mobemaber Wass soe ne sciscievensin sens deem $2, 039 100. 0 2.0 11.2 

Central Reserve city banks: 

DEON SR a ienute nese o3Canscurbaseeanek 130 6.4 6 3.3 
Sica dhicnnachihocntshohassappaccgtens 30 1.5 .6 2.9 
Subtotals ics<5-<- of ln ei ge a fan 160 7.9 -6 3.2 
) ka hh SE Seger 645 31.6 1.6 8.3 
Country banks--.--- Wi Lostumdageaskakeeondnaed 1, 234 60.5 3.3 22.8 

















Source: Federal Reserve data. 


It is evident that if all vault cash were included in reserves and reserve re- 
quirements left unchanged, the country banks as a group would obtain addi- 
tional reserves equal to almost 23 percent of their required reserves and would 
gain 60 percent of the possible total dollar advantage. For the Reserve city 
banks, the counting of vault cash would expand reserves by 8 percent and these 
banks as a group would gain about 32 percent of the potential benefit. In con- 
trast, the reserves of all central Reserve city banks combined would advance by 
about 3 percent and these banks as a group would gain only 8 percent of the 
total possible reserves so released. 
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C. Association’s position 

The New York central Reserve city banks thus are unlikely to be affected to 
any significant extent by this provision, but the New York Clearing House Asso- 
ciation nevertheless endorses it because of the belief that the provision is fair 
and logical, and that its enactment would be a constructive step for the banking 
system as a whole. 


II, SUBJECTING INDIVIDUAL BANKS TO LOWER RESERVE REQUIREMENTS 


The New York Clearing House Association has studied with particular care the 
provision of H.R. 5237 granting the Board of Governors the authority to reclassify 
certain banks, and presents the following comments for consideration : 


A. The problem 

The need for this provision arises out of the inequities that flow from the 
present system of basing reserve requirements upon the geographical location 
of member banks. That these inequities exist is recognized by the Board of 
Governors; however, instead of proposing a basic change in the system for 
setting reserve requirements, the Board apparently prefers to deal with the 
problem on an individual bank basis, in the manner set forth in H.R. 5237. 


B. Provision 

Under existing law, the Board of Governors has the authority to reclassify 
member banks in outlying areas of central Reserve or Reserve cities, so that 
they may carry lower reserves. The proposed legislation would repeal the 
provision which permits reclassification of banks in outlying areas on a geo- 
graphical basis and would permit the Board to reclassify member banks in these 
cities regardless of where they are located. 


C. Lack of standards 

The criterion to be applied by the Board, under this provision, is the char- 
acter of business of the bank. There are no established standards for evaluating 
the character of business, but presumably the Board will consider the volume 
of interbank deposits and the turnover of deposits, among others. This pro- 
vision is likely to pose continuing administrative problems for the Board. 


D. Association’s position 

The association has some reservations about making such nebulous factors 
the guide for decision. The absence of established criteria and the resulting 
wide latitude for administrative discretion cause the association to have reser- 
vations also because of the possibility that at some future time this provision 
could lead to charges of discriminatory treatment among banks of the same 
general character. It is appreciated, however, that the Board would endeavor 
to administer this authority equitably, so the association does not wish to 
oppose it. 

III. NEW RANGE OF RESERVE REQUIREMENTS 


H.R. 5237 provides that for the central Reserve city banks, the reserve re- 
quirements against net demand deposits are to have a ceiling of 20 percent 
and a floor of 10 percent instead of the 26 and 13 percent, respectively, estab- 
lished under present law. The proposed limits are identical with those now 
in effect for Reserve city banks. 

A. Association’s position 

The New York Clearing House Association endorses the principle implied 
in making the central Reserve city banks subject to the same range of reserve 
requirements as the Reserve city banks. However, the association believes 
the present provision of H.R. 5237 does not go far enough since it would still 
permit the Board of Governors to establish and maintain higher reserve require- 
ments for banks in New York and Chicago than for banks in Reserve cities. 


B. Recommended revision 

The association believes that the central Reserve city classification should be 
abolished, that New York and Chicago should be classed as Reserve cities, that 
member banks in New York and Chicago (except those granted a lower classifi- 
cation by the Board) should be made subject to the same reserve requirements 
Seibetive:” city banks, and that H.R. 5237 should be revised to achieve this 
objective. : 
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C. Results of adoption 


Adoption of this recommendation would establish two geographical classifica- 
tions of banks with reserve requirements ranging as follows: 


Reserve requirements 











[Percent] 
Against net demand Against time deposits 
deposits 
Class of bank 
Maximum Minimum Maximum Minimum 
arte GIF sa sno kts eden Mas Lied esnid 20 10 6 3 
NE. Sed Siiddnenitecetawrantinnguies dgbue 14 7 6 3 

















The reasons for the position taken by the New York Clearing House Associa- 
tion are set forth in the following portion of this brief (pt. 3). 


Part 3. Proposep ABOLITION OF CENTRAL RESERVE CITY CLASSIFICATION 
I. SUMMARY 


The New York Clearing House Association contends that the present differ- 
entiation in reserve requirements between central Reserve city and Reserve 
city member banks is obsolete and should be abolished by eliminating the central 
Reserve city classification. This position is supported by a number of factors 
and considerations which are summarized below and which are discussed in 
some detail in the subsequent sections of this part 3. 


A. Historical anachronism 


The present classification of central Reserve and Reserve city banks is a 
vestige from the days before the existence of the Federal Reserve System, when 
banks were authorized to carry part of their reserves with other banks in the 
financial centers, and reserves consequently were scattered among a number of 
cities. This arrangement has long since been replaced with one which con- 
centrates reserves of member banks in the Federal Reserve System. Hence, 
the classification that prevailed prior to the Federal Reserve System has become 
obsolete and should be replaced (sec. II). 


B. Changed concept of bank reserves 


‘With the development of the Federal Reserve System, the whole concept of the 
function of bank reserves has changed. No longer are reserves considered as 
contributing importantly to bank liquidity and bank solvency. Rather, their 
function today is to serve as a tool of credit policy. The elimination of the 
central Reserve city classification would not affect the efficacy of reserve require- 
ments as a tool of credit policy, nor would it affect the freedom and scope of 
action of the Federal Reserve in carrying out its policy (sec. III). 


C. Growth in size and services of Reserve city banks , 


The rapid expansion of the Nation’s economy outside New York and Chicago 
over the years has been accompanied by rapid growth in the banking institutions 
of these areas. As a result, not only has the relative importance of the central 
Reserve cities (New York and Chicago) as banking centers declined, but banks 
in the Reserve cities have attained a size which makes them similar in nature 
of operations and functions and consequently fully competitive with the banks in 
the central Reserve cities. This further outmodes the distinction between 
central Reserve and Reserve city member banks (sec. IV). 


D. Interbank demand deposits 


Interbank demand deposits at present are largely working balances, required 
in the day-to-day conduct of banking operations; they are not reserves used to 
support bank deposits, as was the case under the National Bank Act, nor are 
such interbank deposits significantly more volatile or unpredictable in their 
fluctuations than other important deposit categories. In any event, the statistics 
show that interbank deposits are more important today in Reserve cities than 
in central Reserve cities. Consequently, the volume of importance of interbank 
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deposits provides no rational basis for requiring banks in New York and Chicago 
to maintain higher reserves than banks in the Reserve cities (sec. V). 


E. Deposit turnover 

The more rapid turnover of deposits in New York City banks than in other 
classes of banks reflects the continuing importance of New York City as a 
financial marketplace for the entire country. New statistical data suggest that 
the turnover of nonfinancial deposits is about the same in New York as in other 
leading cities. Hence, turnover is not an appropriate criterion for subjecting 
banks in New York City to higher reserve requirements than are required of the 
Reserve city banks (sec. VI). 


F. Asset management and earning power 

Reserve city banks are not significantly less efficient in the management of 
their cash assets than are the central Reserve city banks. Moreover, they have 
been able to earn a higher rate of return on invested capital than the latter 
(see. VII). 


G. Economic emergencies 

There is no need to maintain the central Reserve city classification to deal with 
possible future emergencies. Any emergencies that occur are likely to be caused 
by developments, either domestic or international, well beyond the borders of 
New York and Chicago and the effects are almost inevitably going to extend 
beyond these two cities. It would be appropriate for the Federal Reserve to use 
ats general credit controls on a broad basis in dealing with emergencies 
(section VIII). 


H. Effecting the transition 

The transition involved in abolishing the central Reserve city bank classifica- 
tion and classifying the present central Reserve city banks in New York and Chi- 
cago as Reserve city banks would pose no problem for the Federal Reserve 
(section IX). . 


I. Position of the Chairman of the Board of Governors 

The New York Clearing House Association is in complete agreement with 
Chairman William McC. Martin, Jr., of the Board of Governors of the Federal 
Reserve System, who stated on July 17, 1957, before the Committee on Banking 
and Currency of the House of Representatives, that in his judgment there was 
no good reason why New York and Chicago should be set aside as central Reserve 
cities (section X). 

II. HISTORICAL ANACHRONISM 

A. National Bank Act 

The threefold classification of member banks into central Reserve city, Re- 
serve city and country banks was established under the National Bank Act in 
1887. Commercial banks (except those in central Reserve cities) were per- 
mitted to hold a portion of their reserves on deposit with correspondent banks. 
Higher reserve requirements for banks in the financial centers holding such 
reserves appeared appropriate. 


B. Federal Reserve Act 

This threefold classification was carried over into the Federal Reserve Act 
in 1913. Under the reserve requirements that became effective upon the estab- 
lishment of the Federal Reserve System, and which were scheduled to remain 
in effect for 36 months, Reserve city and country members banks were permitted 
to hold a portion of their reserves on deposit with national banks in central 
Reserve or Reserve cities. Under these conditions, the continuance of the three- 
fold classification of cities was not inappropriate. 


C. Concentration in Federal Reserve 

Revised reserve requirements for member banks of the Federal Reserve Sys- 
tem were made effective in 1917. The revision required that member banks 
thereafter hold all their reserves on deposit with the Federal Reserve banks. 
These requirements removed the original reason for the geographical classifica- 
tion of commercial banks and for higher reserve requirements for the central 
Reserve city banks than for the Reserve city banks. Nonetheless, the threefold 
geographical classification of member banks has been maintained to the present 
time, more than 40 years after the historical justification for this differentiation 


was eliminated. 
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D. St. Louis reclassified 


The obsolete character of a geographical classification was recognized in the 
ease of St. Louis, which for many years before the enactment of the Federal 
Reserve Act had been classified as a central Reserve city but which was re- 
classified as a Reserve city in 1922. It is of some significance to note that as 
of September 24, 1958 (the latest call date for which data are available), domes- 
tic interbank deposits in St. Louis comprised 28.0 percent of gross demand 
deposits, compared with 20.4 percent in Chicago, and only 12.8 percent in New 
York. 


E. Current problems and inequities 


Any geographical system of classification of banks for reserve requirement 
purposes will involve troublesome problems. Even in as small an area as a 
city, banks will differ in size, character of deposits, lending and investing policy, 
and in many other respects. 

One aspect of the problem is reflected in that provision of H.R. 5237 which 
would give the Board of Governors greater discretion to permit some banks to 
enjoy lower reserve requirements than apply to other banks in the same area. 
Presumably this will help alleviate the problem for a number of individual banks. 

However, this provision leaves untouched a basic inequity in that one group 
of commercial banks (in New York and Chicago) is compelled to carry higher 
reserves than the Reserve city banks which are highly competitive with, and 
have been growing faster than, the banks in New York and Chicago. 


III. CHANGED CONCEPT OF BANK RESERVES 


A. Liquidity.and solvency 


In the earlier days of our financial history and before the Federal Reserve 
System was established, reserve requirements were believed to play an impor- 
tant part in determining the liquidity and solvency of individual banks and of 
the commercial banking system. In recent years, thinking with reference to 
the purposes and objectives of reserve requirements has changed. 

It is now recognized that liquidity depends upon the type and maturity dis- 
tribution of bank assets, and that reserve requirements that can be breached 
only at a penalty and with exposure to criticism by the supervisory authorities 
are of little real help in achieving liquidity in practice. 

Likewise, it is now recognized that the solvency of a bank depends basically 
upon the quality of its assets rather than upon the maintenance of required 
reserve balances. Experience in the banking crisis of the early thirties ‘demon- 
strated the inadequacy of required reserves as a means of assuring solvency. 
The soundness of bank assets and the solvency of a commercial bank depend 
essentially upon the judgment exercised by bank management in its lending and 
investing operations. 

However, one of the basic functions of the Federal Reserve System is to pre- 
vent cumulative pressures on liquidity and solvency in the banking system by 
making fund available to banks that face unexpected withdrawals of deposits, 
and by the use of all monetary tools available to the Federal Reserve. 


B. Amounts involved 


Even if required reserves were regarded as having some limited and theo- 
retical relationship to bank liquidity and solvency, the association’s proposal 
for abolishing the central Reserve city classification would involve a reduction 
in required reserves of so modest an amount as to have no practical significance 
for these purposes today. 

At present, reserve requirements against net demand deposits are 18 percent 
for the central Reserve city banks and 16% percent for the Reserve city banks, 
a differential of 114 percent. In December 1958, net demand deposits of central 
Reserve city banks averaged $20.9 billion in New York and $5.5 billion in 
Chicago, a total of $26.4 billion, Thus, the reduction in required reserves pro- 
posed by the association, based on the above, would release less than $400 mil- 
lion of reserves, an amount which could readily be offset through the sale of 
U.S. Government obligations by the Federal Reserve. 

To the extent that the central Reserve city banks invested the proceeds of 
such a reduction in reserve requirements in short-term Treasury obligations, 
neither the liquidity nor the risk position of the banks would be affected. Even 
in the event that over a period of time the central Reserve city banks were 
able to convert all these short-term Treasury obligations into loans and long- 
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term securities, the effects upon liquidity and capital ratios would be incon- 
sequential, as shown in the following table: 


Liquidity and capital ratios—Central Reserve city banks 








Liquidity ratio! Capital ratio ? 
Sept. 24, 1958 (call date) 
Total New Chicago | Total New Chicago 
York York 





Percent | Percent | Percent | Percent | Percent | Percent 
I ELLE ORE 29.3 28. 6 32. 1 12.8 13.0 Oe 
(2) Assuming 144 points reserves released 

are shifted into loans and bonds--.-- 28. 2 27.5 31.0 12.6 12.9 11.6 























1 Ratio of cash assets | sare Treasury bills and certificates to total deposits. 
2 Ratio of capital funds to tota) assets less cash assets, Treasury bills and certificates. 


Source: Computed from Federal Reserve data, 
C. Credit policy implications 

The proposal of the New York Clearing House Association that the central 
Reserve city bank classification be abolished and that New York and Chicago be 
classified as Reserve cities would present no significant credit policy problems 
for the Federal Reserve. 

As currently viewed by practically all students of the subject, including the 
Federal Reserve, the function of bank reserves and of reserve requirements is to 
serve as a tool of credit policy. That is, reserve requirements are one of the 
instruments used by the Federal Reserve in its efforts to influence the availability 
of bank credit. The Association’s proposal would not reduce the effectiveness 
of this tool of credit policy or of other tools (e.g., open market operations and 
discount rate changes). 

The present system of higher reserve requirements for central Reserve city 
banks than for Reserve city banks was not designed for, and is not related to, 
the task of credit control or the implementation of credit policy. Differentials 
in reserve requirements between central Reserve and Reserve city banks thus 
do not contribute to the efficacy of credit policy, and the elimination of this 
differential would not impair the ability of the Federal Reserve to make effective 
its credit policy. 

Required reserves now aggregate some $18 billion, so that the $400 million 
reduction in required reserves that would follow the elimination of the central 
Reserve city classification would represent a reduction of hardly more than 2 
percent of total required reserves. Moreover, as reviewed in greater detail in 
section IX, the Federal Reserve could, if appropriate, “soak up” reserves thus 
made available by open market sales out of its Government security portfolio, 
which now totals over $25 billion. 

If the transition is made to the new reserve requirements (those prescribed 
for Reserve city banks), the banks in New York and Chicago would continue to 
be subject to the impact of general credit policy in the same way and to about 
the same degree as they are under the present slightly higher reserve 
requirements. 


IV. GROWTH IN SIZE AND SERVICES OF RESERVE CITY BANKS 


A. General comment 


There is clear and unmistakable evidence that banks in the Reserve cities have 
been growing more rapidly than, and becoming increasingly similar in type of 
business transacted to, banks in the central Reserve cities of New York and 
Chicago. This situation reflects a basic feature in the development of the 
American economy, namely the more rapid industrial and commercial develop- 
ment and population growth in the areas of the Reserve cities than in New 
York and Chicago. These forces continue to operate in the economy; they 
presage further and probably increasing pressures on the New York and Chicago 
banks. 

This alone raises serious doubts as to the appropriateness of the existing 
provision of the Federal Reserve Act which permits the establishment of higher 
reserve requirements for banks in New York and Chicago than for similar banks 
which are their direct competitors located in the Reserve cities. Adoption of 
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the proposal for abolishing the central Reserve city classification, urged by the 
New York Clearing House Association, would admittedly not be decisive in 
redressing an adverse situation, but would remove an inequity that benefits no 
one and would be a recognition of present day conditions in commercial banking. 


B. Deposit growth 

The following table shows the distribution of demand deposits (excluding 
interbank) of all member banks, by 5-year intervals, back to 1923. Interbank 
deposits have been excluded from this comparison in order to obtain a better 
measure of the behavior of that portion of deposits which may be presumed to 
be associated more closely with the economic activity of the area. The trend of 
interbank deposits and the pertinent factors involved are given separate 
consideration in section V. 


Percentage distribution of demand deposits other than interbank 











Central Reserve city banks 
All Reserve | Country 
Midyear member city banks 
banks Total New Chicago | banks 
York 
Peel oils scl De audic dels nokbaekaet 100.0 25.1 20. 1 4.9 37.9 37.0 
SE abtisdehbcuieidbuste +iucbhaseGaleandde 100. 0 25.0 20.0 6.0 37.4 37.6 
a 6 han ncaa etiak dan weet aaahe dl 100. 0 27.9 22.7 5.2 35.9 36. 2 
eS ee Seale ai ns Rectal laden ef 100.0 35. 5 29.3 6.2 35.9 28. 6 
Batis dda iisewsitusesdetues doe ddbkawss 100. 0 40. 2 32.8 7.4 33.8 26.0 
Ee ee ee 100. 0 45.8 38.7 7.1 31.1 23.1 
RE Wi celccusenkatiande ceiaehawadmicaten 100. 0 34. 6 28. 8 5.8 33.1 32.3 
Pen derive 004 hd iad taints maw aa akon ‘ 100. 0 31.0 25. 4 5.6 34. 0 35.0 























Source: Board of Governors of the Federal Reserve System, Member Bank Call Reports. 


It is evident from this tabulation that the share of demand deposits (exclusive 
of interbank deposits) held by the central Reserve city banks advanced during 
the twenties and increased sharply during the great depression. During World 
War II and in the early postwar years, however, the share of the central Reserve 
city banks dropped substantially as Reserve city banks increased in size and 
became more competitive in their services and functions. There is no evidence 
that this trend is being arrested. 

In fact, in the past decade there has been a steady increase in the share of 
demand deposits (exclusive of interbank deposits) held by the Reserve city 
banks. As recently as 1943, the central Reserve and the Reserve city banks 
each held, as a group, about 36 percent of demand deposits. By mid-1958, how- 
ever, the proportion held by the central Reserve city banks had dropped to 25 
percent while that of the Reserve city banks had increased to about 38 percent. 


C. Nationwide competition 

The rapid expansion of commerce, industry and population in the Reserve city 
areas has led to a substantial expansion in the deposits and capital of banks in 
Reserve cities. As a direct result of their increase in size, the Reserve city 
banks, especially within the past 20 years, have added new functions, new 
departments, and new activities, many of which are directly competitive with 
the services provided by the central Reserve city banks. It is no exaggeration 
to state that at the present time there are large numbers of banks located in 
Reserve cities which are fully competitive, in the services they make available 
to their customers, either directly or through correspondents, with the banks in 
the central Reserve cities. 

Of the 20 largest commercial banks, all with deposits in excess of $1 billion, 
10 are in Reserve cities scattered over 5 States. Many of these banks have 
sizable capital structures permitting large loans to be made. In fact, of the 20 
banks across the country with the largest lending limits, 10 are also in Reserve 
cities. 

The transformation of the banking business during the past few decades has 
been dramatic. Competition in banking is now nationwide. Some Reserve city 
banks maintain offices in the central Reserve cities and, more importantly, all 
the major Reserve city banks and many others have traveling representatives 
who visit the central Reserve cities in their constant search for new business. 
Geographical location no longer determines a bank’s customers; the larger banks 
are competing for business not only across the country but around the world. 
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The Reserve city banks, however, have the advantage of lower reserve re- 
quirements. 


Vv. INTERBANK DEMAND DEPOSITS 
A. A standard for classification 


In the past interbank demand deposits appear to have played an important 
part in shaping the views of the Board of Governors on the question of how a 
city should be classified, since they were regarded as an indication of the character 
of business conducted by the banks in question. In 1947, for example, the Board 
stated that the standard for the Reserve city classification should be “one that is 
determined by the ratio of interbank demand deposits held by member banks 
in each city to the aggregate amount of interbank demand deposits held by all 
member banks of the Federal Reserve System, or by such a ratio considered 
in connection with the ratio of interbank demand deposits held by member banks 
in each city to the aggregate amount of all demand deposits held by the member 
banks in such city; * * *” 

Recently, however, there have been signs of a change in Federal Reserve 
thinking on this question. The following are excerpts from a brief by the 
Board’s staff dated January 29, 1959, and submitted to the Senate Committee 
on Banking and Currency at the hearing on March 23, 1959, on S. 1120: 

“Interbank balances are in effect merely an intrasystem operation with no 
direct or separate monetary effect; they are part of the process of putting 
money to use and do not need to be subjected to extra reserve requirements.” 

“There does not appear to be any basis in principle for imposing higher 
reserve requirements on interbank balances or on banks that hold such 
balances, * * *” 

B. Association’s position 

It is the contention of the New York Clearing House Association that hold- 
ings of interbank demand deposits do not justify the imposition of higher re- 
serve requirements for central Reserve city banks than for Reserve city banks. 
Our reasons are summarized here and discussed in the following pages. 

1. Reserve city banks as a group have larger holdings of interbank demand 
deposits than the combined central Reserve city banks. 

2. Moreover, the amount of interbank demand deposits has in recent years 
been growing more rapidly in the Reserve city banks than in the central Reserve 
city banks. 

3. There are a great many Reserve cities in which holdings of domestic inter- 
bank demand deposits, relative to total demand deposits, are larger than in the 
central Reserve city banks as a group. 

4. Today, neither the character nor the functions of interbank demand de- 
posits are so distinctive as to justify special attention in establishing reserve 
requirements. Domestic interbank demand deposits of the central Reserve 
city banks are largely working balances required for the day-to-day operations 
of the banking system. Only a minor percentage of these interbank demand 
deposits represents reserve balances of nonmember banks. 

5. Domestic interbank demand deposits of central Reserve city banks are 
not substantially more volatile than other classes of demand deposits and bank 
managements find the behavior of these deposits no more difficult to predict 
than that of other classes of demand deposits. 


@. Holdings of interbank demand deposits 

Contrary to the widespread notion that interbank deposits are concentrated 
in New York and Chicago, actually the Reserve city banks in the aggregate 
hold larger amounts of interbank demand deposits than the central Reserve 
city banks, as shown in the following table: 
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Interbank demand deposits, Sept. 24, 1958 


{In millions] 





Held by | Held by central Reserve city banks | Held by Held by 
all member Reserve country 
banks city banks banks 

Total New York | Chicago 





Deposits of: 














Domestic banks -_ _--_------ $11, 994 $4, 137 $2, 874 $1, 263 $6, 502 $1, 355 
Foreign banks- ---..-.----- 1, 464 1, 157 1,118 39 293 14 
| os ee oe 13, 458 5, 294 3, 992 1, 302 6, 795 1, 369 














Source: Board of Governors of the Federal Reserve System, Member Bank Call Report. 


On September 24, 1958 (the latest call date for which data are available), the 
Reserve city banks held 51 percent of total interbank demand deposits while the 
central Reserve city banks accounted for 39 percent. The remaining 10 percent 
was held by country banks. 

D. Declining trend for central Reserve city banks 

The predominant position now enjoyed by the Reserve city banks in interbank 
demand deposits is the result of a trend that has been in evidence over a good 
many years, during which the position of the central Reserve city banks, notably 
in New York, has been worsening, while the position of the Reserve city banks 
has been improving. This is shown by the following statistics covering the past 
decade : 

Percentage distribution of interbank demand deposits 





























All Central Reserve city banks 
Date member Reserve Country 
banks city banks banks 
Total New York | Chicago 

1958—Sept. 24 (latest avoail- | 

ay Ee Ee aie ae 100.0 39.3 29.7 9.6 50. 5 10.2 
1958—June 23_-.......-.------ 100.0 42.1 32.7 | 9.4 48. 2 9.7 
1963-——June 30. ........-...---. 100. 0 42.8 33. 0 9.8 48. 5 8.7 
1948—Jumne 30. ..........-.-.-- 100. 0 47.2 37.2 | 10.0 45.3 7.5 





Source: Computed from Federal Reserve data. 


The Reserve city banks have been able to improve their position, relative to 
the central Reserve city banks, both in the case of domestic and foreign inter- 
bank demand deposits. Interestingly enough, the Reserve city banks have been 
making particularly rapid headway in attracting balances of foreign banks. 
The pertinent data are shown in table 1 of the appendix. 


E. Importance in individual Reserve cities 

The predominant position of the Reserve city banks in the field of domestic 
interbank demand deposits is further underscored by the fact that Reserve city 
banks in a large number of cities have a greater percentage of their total 
demand deposits in the form of interbank demand deposits than do the central 
Reserve city banks in New York and Chicago. Table 2 of the appendix pre- 
sents, as of September 24, 1958 (the latest call date for which data are avail- 
able), total demand deposits and domestic interbank demand deposits for each 
Reserve city as well as for the two central Reserve cities. The cities are ranked 
according to the proportion of their total demand deposits represented by do- 
mestic interbank deposits. This tabulation shows that 35 out of the 49 Reserve 
cities have a percentage of domestic interbank demand deposits higher than the 
percentage in New York. These 35 cities range from large cities like Boston, 
Philadelphia, Dallas, and Houston to cities as small as Pueblo and Helena. 


F. Functions of interbank deposits 

Under the old National Bank Act (and in the initial stage of the Federal 
Reserve System) a substantial portion of the domestic interbank demand de- 
posits held by the central Reserve city banks doubtless represented real re- 
serves of commercial banks. This permitted some pyramiding of reserves and 
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presumably it was this factor that led to the imposition of higher reserve re- 
quirements for central Reserve city banks. The situation changed completely 
in 1917, when member banks were required to maintain all of their reserve bal- 
ances on deposit with the Federal Reserve banks. 

Today, consequently, interbank demand deposits of member banks held in 
New York and Chicago are no longer reserves but are operating balances. Inter- 
bank demand deposits of nonmember commercial banks and savings banks com- 
prise the minor share of the total; furthermore, a large portion of these bal- 
ances, too, is held for working purposes rather than as reserves. For illus- 
tration, domestic interbank demand deposits of the member banks of the New 
York Clearing House Association in 1958 averaged as shown below : 


Domestic interbank demand deposits held by 14 member banks of the New York 
Clearing House Association—Average balances, 1958 














Deposits of— Amount Percentage 

(millions) distribution 
I eee ote Ol. ean abaitnbinerstotecseube $3, 025 100.0 
ER het Ea eS. CURES SLO SETS TOTS Oe Senet 2, 191 72.4 
ES SRE CE pe SRT pe Ce eee 834 27.6 
iad sin ten Sabie dabuneid kemaiindnecwsepoeipe 538 17.8 
Tas hd ceeniunninnmern 296 9.8 











Source: New York Clearing House Association. 


These balances are maintained by out-of-town banks because New York City 
is the leading financial center of the United States where a large share of the 
dealings in securities of all kinds, as well as commercial paper, bankers’ ac- 
ceptances and foreign exchange, is concentrated. In addition, business and 
financial corporations are constantly transferring funds through the national 
money markets in New York and Chicago. Consequently, the larger out-of-town 
banks must have banking relationships and balances with correspondents in 
these financial centers in order to operate efficiently. 

Some of the functions performed by banks in the central Reserve cities, and 
some of the reasons why correspondent banks find it necessary to maintain 
deposit accounts with banks in the financial centers, are listed below. Of 
course, many of these functions are also provided by Reserve city banks, but 
some of them are uniquely centered in New York. It will be noted that none 
of these functions or reasons is related to bank reserves or credit policy. 

1. Clearings—Check clearance facilities of banks in New York and Chicago 
are geared to the needs of their correspondents. Modern, high-speed equipment 
is used; departments operate around the clock; pickups are made at airfields; 
and direct sending arrangements are used when time can be saved. These 
facilities are used extensively by correspondents to improve the quality of their 
service to their depositors. 

2. Collections —Highly trained staffs in the collection departments of the 
money market banks handle a large volume of collection items for their cor- 
respondents. The technical knowledge of these staffs as to documentary re- 
quirements, and effective routing methods for maximum speed at minimum 
cost, are of great importance to correspondent banks in the servicing of their 
customers’ needs. 

3. Custodian services.—Banks customarily maintain custodian accounts, for 
themselves, their trust accounts and their customers, with their correspondents 
in New York and Chicago. This assures prompt delivery in connection with 
sales, is a convenience in connection with purchases, and eliminates delays in 
the collection of coupons and matured issues. The maintenance of such accounts 
also minimizes shipping charges and risk of loss and reduces clerical detail 
for the out-of-town bank. 

4. Loan participations.—Outlying banks rely upon their New York or Chicago 
correspondents to participate in loans, either because a loan is larger than the 
bank is able or willing to carry, or because they desire to obtain the benefit of 
the lending and credit experience of the banks in the financial centers. The 
money market banks help meet peak seasonal loan demands that are beyond 
the capacity of the out-of-tewn banks. Conversely, New York and Chicago banks 
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are often in a position to grant participations to their out-of-town correspondents 
when local loan demand is insufficient to keep funds fully employed. 

5. Bank wire.—This private telegraph system links 214 banks in 65 cities, 
and is used extensively in connection with money transfers, especially for those 
transfers which are not permitted through Federal Reserve’s facilities. The 
wire is also used for credit inquiries, to transmit information on financial mar- 
kets, and for other types of banking transactions where speed is essential. A 
traffic count for the month of January 1959 shows that more than 39 percent 
of the many thousands of messages sent or received over the bank wire originated 
or terminated in New York or Chicago. 

6. Securities transactions.—Banks throughout the country make active use of 
the facilities of their correspondents in New York and Chicago in connection 
with purchases and sales of securities for their own and customers’ accounts, 
underwriting activities, and dealer activities involving Treasury, municipal, and 
corporate securities. 

7. Portfolio operations.—Banks in New York and Chicago are in close contact 
with their out-of-town correspondents, providing information on financial mar- 
kets and advice and assistance in connection with the management of portfolios. 

8. Foreign transactions.—To service their customers properly, interior banks 
rely heavily on the foreign departments of their New York and Chicago cor- 
respondents with reference to such matters as the financing of imports and ex- 
ports, advice on markets and economic conditions individual countries, the 
handling of foreign collections arising from foreign trade, and the purchase and 
sale of foreign exchange. In effect, the facilities of the global networks of cor- 
respondent bank relationships maintained throughout the world by the New York 
and Chicago banks are extended to their correspondent banks in this country. 

9. Information and advice-——New York and Chicago banks provide information 
and advice to their correspondents on a wide variety of subjects: credit check- 
ings, economic and investment information, development of new business, tax 
problems, and also on operating methods, especially on experience and progress 
in mechanization, the use of electronic equipment, and other new fields. 

Finally, while the fluctuations in interbank demand deposits are somewhat 
wider than those in other demand deposits, the difference in the degree of vola- 
tility is not large. Over the past 7 years, the monthend interbank deposits of all 
commercial banks have fluctuated between 12 and 14 percent of total demand 
deposits (excluding interbank and United States Government deposits)—rising 
in periods of easy money and declining in periods of tight money. This narrow 
range indicates that interbank deposits do not have so high a degree of volatility 
as to distinguish them conspicuously from other classes of deposits. Also, expe- 
rience with efforts to appraise future movements of various classes of deposits 
suggests that forecasting domestic interbank demand deposits is no more difficult 
and is fraught with no greater uncertainty than forecasting other classes of 
deposits. 

VI. DEPOSIT TURNOVER 


A. Turnover and economic activity 


It has been suggested that the more rapid turnover of deposits in the central 
Reserve cities, notably in New York, may provide a basis for a separate classifica- 
tion of member banks and for higher reserve requirements against the demand 
deposits of these banks. Presumably this reflects the point of view that the effect 
of the money supply upon economic activity depends not only upon the size of 
the money supply but also upon the rate at which it is turned over, or used; bank 
deposits which have a relatively high rate of turnover are assumed to have an 
above-average impact upon economic activity and should therefore be subjected 
to relatively high reserve requirements. 

B. Association’s position 

It is the position of the New York Clearing House Association that: (1) the 
high rate of turnover of deposits in the banks in New York reflects the position 
of New York as the Nation’s leading financial market; (2) a large portion of 
the debits to demand deposit accounts mirrors activities in these financial mar- 
kets; (3) the debits arising out of these financial transactions reflect operation 
of individuals, banks, and business firms throughout the country—operations 
which could hardly be influenced by the level of reserve requirements in New 
York alone; (4) these debits have only a limited and indirect impact upon such 
basic economic factors as production, consumption, capital investment, savings, 
employment and prices; and (5) the modest reduction in reserve requirements 
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proposed for the central Reserve city banks would have no significant effect upon 
the money supply and its rate of turnover, or upon employment, production and 
prices, or upon the effectiveness of credit policy as a tool of economic stabilization. 


C. New York as a financial market 


The preeminent position of New York as a financial market is generally recog- 
nized. However, it may be useful to point out, briefly, the extent to which some 
of the major types of financial transactions are concentrated in New York. 
These activities give rise to a tremendous aggregate of bank debits which reflect 
financial transactions emanating from all sections of the United States, and from 
foreign sources as well, and which help to explain the high rate of turnover of 
deposits in New York. Some categories of financial operations in which New 
York occupies a predominant role are the following : 

1. Transactions in U.S. Government securities.—Fifteen of the seventeen 
primary dealers in Government securities are located in New York, the other 
two being located in Chicago. Consequently, the great bulk of the Nation’s 
transactions in these securities is consummated in New York, involves the use 
of bank accounts in New York, and greatly inflates its bank debits. 

2. Underwriting activities—Most of the very large investment banking houses 
have their head offices in New York and most of the closings of large securities 
issues, both corporate and municipal are held in this city. Each new security 
issue involves bank debits aggregating several times the amount of the issue, 
since each stage of the distribution process—underwriting, selling group opera- 
tion, and sale to ultimate investors—generally involves the use of bank accounts. 

3. Trading in securities —New York is predominant not only in the underwrit- 
ing of new securities issues but also in trading in outstanding securities. 

Thus, the New York and American Stock Exchanges over the past 20 years 
have accounted for some 93 percent of the dollar value of stocks traded on 
registered exchanges in the United States. In 1958, the dollar value of shares 
traded on these two exchanges was $35.5 billion, to which must be added trans- 
actions in the over-the-counter markets, which have been estimated at nearly 
40 percent of the volume of the registered exchanges. 

In addition, although there are no comprehensive statistics for the volume 
of trading in corporate and municipal bonds, it is generally believed that by 
far the major portion of such transactions is made in the New York market. 

4. Open market paper.—New York is also the center of operations in many 
other types of credit instruments. 

The Big Five finance companies issue their commercial paper directly to 
investors, practically all through the New York market. In 1958, these opera- 
tions may have involved sales and repayments totaling as much as $60 billion. 

Four of the six national dealers in commercial paper are located in New 
York, and their sales and payments in 1958 may have aggregated as much as 
$15 to $20 billion. 

All five of the dealers in bankers’ acceptances are located in New York and 
their volume in 1958 may have been as much as $30 to $35 billion. 

5. Corporate trust, agency and register operations.—These operations, too, 
generate a huge volume of bank account activity. 

Stock exchange regulations require that dividends on stocks listed on the New 
York exchanges be payable, at the holder’s option, in New York. Consequently, 
it is probable that a substantial portion of the $121 billion of dividends paid 
in 1958 was disbursed through New York banks. 

While no definitive statistics are available regarding payments of interest on 
and retirements of corporate bonds, it is generally agreed that the bulk of these 
payments is made in New York, reflecting the importance of New York banks as 
trustees under bond indentures. Moreover, where trustees are located outside 
New York City, it is the general practice to have a New York cop»ying agent. 

On State and local government obligations, trustees are usually not used. 
However, on sizable issues, the general practice is to have a New York paying 
agent designated to act in conjunction with an out-of-town bank. 

6. Business corporations as leaders.—These transactions involve borrowers and 
lenders located in all parts of the country, including many industrial, com- 
mercial and financial corporations which in recent years have become major 
factors in the money and credit markets. Many of these corporations have 
financial headquarters in New York, and even those that are not physically 1o- 
cated in the city have bank accounts in New York and operate extensively in 
the New York money market. Securities are kept in custodian accounts in New 
York in order to facilitate operations, and transactions are cleared through New 
York City bank accounts. 
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D. Impact upon debits and turnover 


There are no published statistics that would permit an adjustment of the 
data on bank debits and turnover to reflect the impact of these purely financial 
transactions. However, the New York Clearing House Association has obtained 
from its 14 member banks data for February 1959, which enable the effect of at 
least some of these financial transactions upon bank debits and deposit turn- 
over to be isolated and measured. In this survey, separate data were obtained 
for (1) debits to accounts of United States Government dealers, and (2) debits 
to accounts of investment bankers and brokers, together with the average bal- 
ance in these classes of accounts for the month. The results of this survey, 
and the resulting monthly and annual rates of deposit turnover, are as follows: 


Bank debits and rate of turnover of deposits, 14 member banks of the New York 
Clearing House Association, February 1959 


























Average Rate of turnover 

Type of account Debits balances zs 
(millions) (millions) 
Monthly Yearly 

Dealers in U.S. Government obligations-- : $18, 773 $20 938. 7 11, 264.4 
Investment bankers and brokers. -_------------ %, 272 372 24.9 298.8 
Subtotal. _- - : . 28, 045, 392 71.5 858. 0 
All other ?_. : sows 4 45, 949 17, 164 2.7 32.4 
2 ES ES ee ee 73, 994 17, 556 4.2 50. 4 








1 Exclusive of interbank and U.S. Government deposit accounts. 


Note.—In rechecking these niente in preparation fer this presentation, an error was discovered in the 
data printed in the Mar, 24, 1959, analysis prepared for the Senate Committee on Banking and Currency. 
Accordingly the above figures differ from those presented in the earlier statement. 

It is important to note that the “all other” category still contains an indeter- 
minate but unquestionably large amount of debits representing purely financial 
transactions, such as the investment of long- and short-term funds by business 
corporations, financial institutions other than banks, and individuals, as well as 
dividend and interest payments and debt redemptions by national corporations in 
the New York market. Despite this important understatement of the impact 
of purely finanical transactions, the results in the preceding table are striking 
indeed. 

1. U.S. Government dealers alone accounted for almost $19 billion of debits 
in February 1959. Some appreciation of the magnitude of this figure may be 
gleaned from the fact that debits to accounts of U.S. Government dealers ac- 
counted for more than 25 percent of the total debits in New York. Moreover, the 
$19 billion total is larger than the debits reported in each of 9 out of the 12 
Federal Reserve districts, being exceeded only by the totals for the New York, 
Chicago, and San Francisco districts. Furthermore, debits to accounts of U:S. 
Government dealers in New York alone were larger than the debits shown in 
any of the 344 reporting centers in the United States except New York. It must 
be remembered that a heavy volume of transactions in short-term securities is 
constantly taking place as buyers and sellers come together in the market to 
adjust their liquid positions. Investors frequently place funds for periods as 
short as a few days. 

2. If debits to accounts of investment dealers and brokers are added to those 
of the U.S. Government dealers, the resulting total debits of 28 billion are larger 
than those reported for any Federal Reserve district other than New York. 

3. Excluding the stratospherically high rates of turnover on these two catego- 
ries of financial accounts—11,264 times a year for accounts of U.S. Government 
dealers and 299 times a year for accounts of investment dealers and brokers— 
the turnover of the ‘all other” accounts in February 1959 was at the annual rate 
of 32.4 times. This rate was not appreciably higher than the 30 times per year 
average rate for 1958 in other leading centers (Boston, Philadelphia, Chicago, 
Detroit, San Francisco, and Los Angeles) for all demand deposits except inter- 
bank and U.S. Government accounts. Moreover, as noted, turnover in the “all 
other” accounts in New York still includes a substantial volume of purely 
financial transactions typical of New York. 

4. Thus, it seems quite evident that the segement of the deposit turnover in 
New York City banks that reflects the production and distribution of goods and 
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the activities of the service industries, as distinct from the debits resulting from 
purely financial transactions, does not differ significantly, if at all, from turnover 
in the Major Reserve cities, The rate of turnover of deposits in Chicago is in- 
flated because of the large trading in grain and livestock conducted there; de- 
spite this factor in the last three months of 1958, its annual rate of turnover was 
only 38.4 times (again exclusive of interbank and U.S. Government deposits). 
Consequently, there is no reason and no purpose to justify discriminating against 
New York—and Chicago—on the grounds of higher deposit velocity. 

5. Moreover, there is no evidence that business deposits of national corpora- 
tions in New York differ in economic significance from their deposits in banks 
across the country. Corporations maintain bank accounts wherever they have 
operations and sometimes in 200 or more banks. The balances carried are com- 
mensurate with the services rendered by the banks. 


VII. ASSET MANAGEMENT AND EARNING POWER 


A. Employment of funds 

Higher reserve requirements for central Reserve city banks are sometimes 
defended on the ground that these banks can make better use of their funds and 
have, on the average, smaller holdings of excess reserves, i.e., nonremunerative 
idle funds. The following table compares the amounts of excess reserves held by 
various classes of banks in 1958, and the proportion of such holdings to their 
required reserves. 

The Reserve city banks manage their cash assets almost as effectively as the 
central Reserve city banks. The latter held excess reserves averaging only 
seven-tenths of 1 percent of their required reserves in 1958, while the Reserve 
city banks’ percentage, at 1.1 percent, was only slightly higher. In contrast, 
the country banks held excess reserves averaging 9 percent of their required 
reserves, as the following table shows. In addition, table 3 in the appendix 
shows monthly figures for excess reserves as a percentage of required reserves 
for each class of bank in 1957 and 1958. 


Average required and excess reserves, 1958 











Excess 
Required Excess reserves as 
Class of bank reserves reserves percent of 
(millions) (millions) required 
reserves 
Ne ee so enduwh cepelinn cnoedseubedes $18, 057 $591 3.3 
Central Reserve city banks: 
ERR AOL na UA aid gc cous oakcnewewnmdindon 4, 058 29 * 
Chicago-...- Ren tebib biel sddnlittokbin sve seats desiauccsicn 1,077 6 6 
i 8 a eb apiinene dese 5, 135 35 7 
tee lisiin wungiibanndaseeaesseounsooed 7, 698 85 1.1 
I OER Sch. ehh nn doh bpdddidenueswncususber- 5, 224 470 9.0 














Source: Federal Reserve data. 


Through their contacts with Federal Reserve banks, Federal Reserve bank 
branches, and correspondent banks, the Reserve city banks are able to employ 
their funds with about as high a degree of efficiency as the largest of the banks in 
New York and Chicago. The alleged greater ability to put funds to work, there- 
fore, is not a valid reason for requiring the central Reserve city banks to operate 
with reserve requirements higher than those of the Reserve city banks. 


B. Earning power 

That the Reserve city banks are not at a disadvantage relative to the central 
Reserve city banks is indicated also by the fact that the former generally earn at 
a higher rate on their capital funds than do the central Reserve city banks, as 
shown in the following table: 
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Ratio of net profits to total capital accounts 











Central Reserve city banks 
Period Reserve city 
banks 
New York Chicago 
Percent Percent Percent 
ee ig Rit ad oe a myaning dab dhe daalnetnen ced bitnratadbaea 7.8 7.9 8.9 
Si docttne en rapighii ntidadecushiapnettvdnwdiitessncbabusedus 6.7 8.2 8.6 
i ed iicnis Sines aucibnbne sbubieeid acSbbahesinaienbaadcnan 6.8 8.1 8.8 
Se SR RE RT SR I, RECs Sy en 8.0 9.2 9.8 
I ty ahescegig ca ecole iges eens acteetv wc ph vt ties ce oi cscinegsn acilltnles none G5 tecaerbdie 6.3 7.9 8.5 
Di taiiinte can Unisebahautss ocvndbbecdésaniundhdabivwedbsies ae 7.1 8.6 8.1 
Pe ndiiskndep ck dinabcnh bs nnkilianiecsGubebowncocida ones 5.9 7.7 8.1 
td hn caenties sduivindss tanmane Thadepadnaietan Vuieeeb onde 6.2 7.4 8.8 
DE Ae tenant idionkeins sanncamhabddindanmedsunge nad sebteadioe 4.8 9.1 8.3 
NS iA cies aah mc deipinc> heals dems con sh iden los bi laa aor inten li 6.1 6.9 7.4 
DE bith chacthics ids Sands tale aire ht inthinaseogameitikehkies 6.0 8.8 8.1 
IG Wo hn dd wits nigatinansd phenntaaensowcncumpdtes wintlad 6.5 8.2 8.5 














Source: Federal Reserve data. 


The foregoing tabulation demonstrates that in no year from 1947 through 1957 
(the latest year for which data are available) did the New York banks earn 
within 1 percent of the rate earned by the Reserve city banks. For the period 
1947-57, the New York banks earned 6.5 percent, compared with the 8.5 percent 
earned by the Reserve city banks. The record of the Chicago banks is some- 
what more favorable, but their rate of profits has also been generally lower 
than that of the Reserve city banks. 

This unfavorable comparison of earnings for the central Reserve city banks 
reflects a variety of factors, but the higher Reserve requirements is clearly a 
contributing cause. Since the central Reserve city banks, as noted, hold rela- 
tively little vault cash, the proposed legislation authorizing the Board of Goy- 
ernors to permit member banks to include vault cash as part of reserves will 
not be of appreciable benefit to the central Reserve city banks. It will, however, 
be of substantial benefit to the Reserve city banks. 


VIII. ECONOMIC EMERGENCIES 


It is sometimes contended that, while the central Reserve city classification 
may not be needed today, it should be continued for possible use in the event of 
economic emergencies. It is not clear what emergencies could develop which 
might require special action in New York and Chicago alone. The association 
has carefully considered this general question, including international emer- 
gencies, gold movements, upset conditions in the money market and unrest in 
the security markets. In every case it seems clear that the basic factors creat- 
ing the problem would arise far beyond the borders of New York and Chicago 
and the effects would extend to banks across the country. It is difficult to un- 
derstand why special action would be needed for banks in New York and Chi- 
cago alone. Whether the problem be domestic or international it would seem 
that it would be more appropriate for the Federal Reserve to deal with it 
through its general powers to control credit. These would include (@) open 
market operations, (b) changes in this discount rate, and (c) changes in re 
serve requirements of banks in Reserve cities (including New York and Chi- 
cago) and in country banks. 

It is not the position of the association that the Federal Reserve should be 
denied adequate powers to deal with emergencies. Rather, our view is that the 
present discrimination against New York and Chicago banks serves no useful 
purpose and should be discontinued. 


IX. EFFECTING THE TRANSITION 


Adoption of the proposal to eliminate the central Reserve city classification 
would involve, for New York and Chicago banks, a transition to the lower re- 
serve requirements applicable to Reserve city banks. This transition would not, 
however, pose any significant problems to the Federal Reserve. The amount of 
reserves that would be released by such a step is not substantial, and the Fed- 
eral Reserve could easily prevent the released reserves from having any sig- 
nificant effect upon the money market. In addition, the move would be con- 
sistent with previous actions by the Federal Reserve, which has been narrowing 
the gap between central Reserve and Reserve city requirements in recent years. 
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A. Impact of released reserves 


It has already been noted (sec. III) that about $400 million of reserves would 
be released by abolishing the central Reserve city classification and subjecting 
the banks now so classified to the same reserve requirements as. the Reserve 
city banks. That the release of this amount of reserves would not and need 
not have major impact upon the money market is indicated by a variety of 
* considerations. 

The reserves so released would comprise about 2 percent of the $18 billion 
of total member bank reserves and only about 114 percent of the total of the 
almost $27 billion of Federal Reserve credit now outstanding. Weekly changes 
of as much as $300 to 400 million in reserve factors such as “float” and money 
in circulation are not uncommon. Thus, the Federal Reserve sometimes has to 
deal with weekly changes in reserve factors that are as large as the reserves 
that would be released by a reduction in reserve requirements for the New 
York and Chicago banks. 

In fact, coping with the released reserves would be comparatively simple, 
since the amount and timing of the funds released could be estimated very 
accurately. In contrast, weekly changes in “float” can be large and unpre- 
dictable. An obvious way for the Federal Reserve to minimize the money 
market impact of releasing reserves would be to make offsetting sales out of the 
System’s open-market account, which currently amounts to about $25% billion. 

The transition could be smoothed even further by abolishing the central 
Reserve city classification not immediately but at some specified future date. 
This would give the Federal Reserve an opportunity to reduce reserve require- 
ments for the New York and Chicago banks to the level of the Reserve city 
banks through a series of small reductions, thereby spreading the release of 
reserves over a period of weeks or months. 


B. Consistency with previous action 


The Federal Reserve has in recent years repeatedly narrowed the differential 
between the reserve requirements of central Reserve city and Reserve city 
banks. As a technical matter, therefore, the proposed elimination of the gap 
would in no way be a new, different, or unprecedented step. The narrowing of 
the differential in recent years is shown in the following tabulation: 


Differentials in reserve requirements 


[In percent of net demand deposits] 








Central Reserve city 
Selected dates Reserve city banks Differential 
banks 
eed n Baines ane eotiRieencssternaucccewennedeu 24 20 4 
RN yi aE oa ih in ee de sdb acl 22 19 3 
sical Sonata ad euRebnnbosdercenpoansony 21 19 3 
1958: al is Sere i ee te dbpan cane ctwetinnnstutae 184% 17 1% 
1959: itt sae al Sine See Sek Ri ims orca cSe sce 4 eecne cee 18 1644 14% 














Source: Federal Reserve Bulletin. 


In addition, if allowance is made for holdings of vault cash, on the principle 
that vault cash is similar in important respects to balances with Federal Re- 
serve banks, the effective differential at this time is no more than approximately 
one-half of 1 percent. If both classes of banks are permitted to include holdings 
of vault cash as part of reserves, but the present scale of reserve requirements 
is maintained, the effective differential against the central Reserve banks would 
be widened to 1% points. 
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Differentials in reserve requirements 


{In percent of net demand deposits} 
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Present effective requirements 


Effective requirements if vault 


cash included 











Central Reserve Differen- Central Reserve Differen- 
Reserve | city banks tial Reserve | city banks tial 
city banks city banks 
Required reserves---.-------- 18.0 16.5 1.5 17.4 14.9 2.5 
yeti er .6 1.6 —1.0 -6 1.6 —1.0 
UNS ont Se ttiindcied news 18. 6 18.1 -5 18.0 16.5 1.5 























1 Average for the Ist half of February 1959, 
Source: Computed from Federal Reserve data. 


Thus, the association’s proposal to abolish the central Reserve city classifica- 
tion is consistent with steps taken by the Federal Reserve in recent years, and 
would prevent a widening of the present effective differential. Such action 
would not, of course, be adverse to the Reserve city banks, since it would leave 
their reserve requirements unchanged. 


X. POSITION OF THE CHAIRMAN OF THE BOARD OF GOVERNORS 


On July 17, 1957, the present Chairman of the Board of Governors of the Fed- 
eral Reserve System, William McC. Martin, Jr., in response to a specific ques- 
tion by the Honorable Abraham J. Multer, of New York, took the position that 
there was no good reason why New York and Chicago should be set aside as 
central Reserve city banks. The text of the pertinent testimony’ is as follows: 

“Mr. Martin. * * * Today there are only two central Reserve cities, New 
York and Chicago. 

“Mr. Mutter. Is there any good reason why these two cities should be set 
aside as central Reserve cities? 

“Mr. Martin. Is there any good reason today? 

“Mr. MULTER. Yes, sir. 

“Mr. MARTIN. In my judgment, no.” 

The position of the New York Clearing House Association coincides with the 
judgment of Chairman Martin. 

Respectfully submitted. 

New York Clearing House Association, the Bank of New York, the 
Chase Manhattan Bank, the First National City Bank of New 
York, Chemical Corn Exchange Bank, Guaranty Trust Co. of 
New York, Manufacturers Trust Co., the Hanover Bank, Irving 
Trust Co., Bankers Trust Co., the Marine Midland Trust Co. 
of New York, the New York Trust Co., J. P. Morgan & Co., Inc., 
United States Trust Co. of New York, Grace National Bank of 
New York. 

APRIL 6, 1959. 


1 Financial Institutions Act of 1957, hearings before the Committee on Banking and 
Currency, House of Representatives, 85th Cong., Ist sess., on S. 1451 and H.R. 7026, p. 109. 
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Part 4—STATISTICAL APPENDIX 





APPENDIX TABLE 1.—Percentage distribution of interbank demand deposits 




















Central Reserve city banks 
All Reserve | Country 
member cit banks 
banks Total New Chicago banks 
York 
Total: 
1958, Sept. 24 (latest available) _...__-- 100 39.3 29.7 9.7 50.5 10.2 
ES REE Se ea 100 42.1 32.7 9.4 48.2 9.7 
| eee * 100 42.8 33.0 9.9 48.5 8.7 
1948, a te Ee 100 47.2 37.2 10.0 45.3 7.5 
Domestic: 
See 2 ee 100 34.5 24.0 10.5 54.2 11.3 
ia RIS, ETE IE 100 36.8 26. 4 10.4 52.4 10.8 
2 OS Ee, 100 37.9 27.2 10.7 52.5 9.6 
NS Ee ae 100 41.2 30.0 11,2 50. 4 8.5 
Foreign: 
7 a ae ae 100 79.0 76.4 2.7 20.0 1.0 
ep Ss oe eee 500 81.3 79.0 2.4 17.7 9 
Sea eae 100 84.0 81.5 2.5 15.1 8 
I: I ili ane Omresiege mieieees: 100 89.0 87.4 1.6 10. 4 .7 














Source: Computed from Federal Reserve data. 
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APPENDIX TABLE 2.—Ranking of central Reserve and Reserve cities by per- 
centages of demand deposits due to domestic banks, Sept. 24, 1958 





Demand deposits (mil- 
lions) 















City Percentage 
Due to 
Total banks in 
Uuited States 

BFE ROG Ds riding haeccantenancsagssnesenedinen $130 $106 81.5 

ie ene REI a on a 8 ae cacetibieaectn 66 26 39.4 
DEN OD a dis cnctuicendinepdglaiqigne minthadsiapiepeeancies 1, 029 383 37.2 
DE Ean cnonctuphtincardetcvinperenpehansdeduasaemnen 1, 491 494 33.1 
1 RNa ata onncecnsigrpdbadsenedapeetthwwadsyesoce 393 128 32.6 
er INE 546.6 Th sunonaducngandh <r sekignaiguesedulwimeas 832 258 31.0 

RO Ee ae eee ee ae 385 lll 28.8 
OO es Se a ae See: ST eke Se oe 1, 190 333 238.0 
| Sa Sa eee ae ne wena cee ye BLT's 449 125 27.8 
i I, cnt Sg ticddienchapanlinhwpai ciimmbniebgdihicn tigate 462 125 27.1 
Bl SN ctrddaDis hunapotadcnscauatugewimunagebudgintienlile 45 12 26.7 
Pe SD OEE nnd has catinecaentadecoedningneannthenhanadeaie 433 113 26.1 
4 a ee aes a 2 ees 376 98 26.1 
eS ee SA a RE eS EE 393 102 26.0 
RE nn wuitkicoabbeea hinsadnunadughieetdensebhwens 673 169 25.1 
Bi Se NI. in cdwcccguicateresenssagebawcenkanan 288 72 25.0 
ls a oe Oe cine satin hase Sadia Qiible smkr dedaaediien 193 46 23.8 
GR SRS SE RE LS EE 479 110 23.0 
NN hs on oka SadtvatehepthaacwavangasuediedaGescdnh 1, 033 234 22.7 
Se re od ide Renan sd gaamanphannidwilemanneeenaiik sed 1, 320 285 21.6 
Bs naka dl nw nec ned tienchatenatwasnenaeliies 518 112 21.6 
22, Central Reserve nage Aiettind mnt bkgiinigallscee heoureia a Dpagmenkonll 6, 191 1, 263 20.4 
Oe RS AE Sr ieee een ee A 796 159 20.0 
24. San Antonio 361 71 19.7 
25. New Orleans. 765 148 19.3 
26. Miami-_..---. 330 61 18.5 
EES ES EER IIE, | ARR: REET S POPES at 639 113 17.7 
rg Seiass onc dodnecacsibdes naaowseg annanvelodnecaae 516 86 16.7 
Ni on widnceniddnaampenye an itlnad andi aunidace ms 266 43 16.2 
ee eC s cuanich inn eRhcwthababacandveskanaite 2, 927 443 15.1 
ye RE Da AR RE oe 173 25 14.5 
2, SS < csvenckahatinonesnadupadndipesineuanatenkinedtes 699 100 14.3 
I Ia cre nso: sists aio Aici tein ini cece eee iene tana 36 5 13.9 
Se Scand R ude chcddennddebohawhandneetanedsdal amine 2, 338 320 13.7 
i  . — ds inbanaiiteamudbhdimaniccedananiiebtlinasogs 369 49 13.3 
Or IE 2 Wad wentipstebnesn aie Be ROE a I py 105 14 13.3 
37. Central Reserve New York_..---.----.-------------------- 22, 392 2, 874 12.8 
ek: a oc awsumndpbenscb nape dneimny easel 856 106 12,4 
es, SIL, ee Soo aki icon tlonalcbd tettdebnd tees daudphibaaiia 741 87 11.7 
RO ea eas ee eee nagthagn ptthaia 379 38 10.0 
41, Cleveland........--- Be caisets amtkinoticDnaedb silty ip ceiaalintareintctaitie 1, 743 157 9.0 
I cian deapieda ae nts ndppre Digits aiendadaynahpdsodemen 2,111 184 8.7 
| ae ae pid baking Kadohelebensaete dan satus on 2, 331 195 8.4 
Oi MINN A Sine cin aks nich So dwddensncadqualabttinsnh 599 48 8.0 
TE ES REE Se SE REY SER is Fe OE 5 | 340 22 6.5 
yg RE RS 7 a ROMER 2 ER ee eee 952 58 6.1 
ERE SE SE eS en ae OSS Pee 1, 210 67 5.5 
OR) Re AR CGE - ee Rae ee SS 722 34 4.7 
Se, SE Wo kc de we ccmccccogchinemndbadbadPbunmwetebdds 6, 565 269 4.1 
50. Los Angeles.-_.- 3, 053 120 3.9 
MS |” De RR 2) See 925 28 3.0 
BOGUT Ve City DATIKUAS 0 BTOUD.. 2 oo. 55.32 cen enckncnecnomue 46, 530 6, 505 14.0 
Central Reserve city banks as a group--_..--.-.--..----------- , 583 4, 137 14.5 














, Source: Board of Governors of the Federal Reserve System, Member Bank Call Report No, 149, Sept.24, 
958. 
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APPENDIX TABLE 3.—E acess reserves as percent of required reserves 


[Averages of daily figures—percent] 
































Central Reserve 
pe city banks . 
ll ee ee“ . eserve . 
member city pmmnly 
banks ae banks savas 
York Chicago 
1958 
ES OS SL Se ae, See Re 3.1 0.8 0.4 1.0 8.4 
NE oi SE te a oa Bian Said vts ad ceeectn etree 3.1 5 5 1.3 8.2 
II 9 sb ely St aa GR SRE ae Te dyaiea 3.5 1.0 1.0 1.3 9.2 
Ne A ee a se ns re clcaseneens 3.5 4 3 1.0 10.4 
a I ge ee een tiob asad 3.8 1.3 8 1.8 9.4 
ee es hesunbenena 3.5 .7 1.3 1.3 9.5 
aS ta tecnaten 3.7 8 5 1.4 10. 1 
August_.......- 3.5 PY .3 1.2 10.1 
September __. 3.2 ey 8 5 8 9.1 
October ___- 2.9 i 6 JT 8.2 
November 2.8 (oh af .9 7.8 
tk ad a as i hs lam ouege 2.8 .6 7 mf 7.9 
See he ie ee de a Gucctatennd 3.3 7 5 1.1 9.0 
1957 

EER FS a a ee 2.8 —.2 —.2 m4 8.9 
cs eR Sl gs i eee dee ne emcee 2.8 A, ip Res 9 8.4 
SR IE Tee PER ee eae 2.8 .3 4 .8 8.4 
TEEN a ca wmubgeemuces 2 io eS -.1 .8 8.3 
celine 2.5 .3 3 me 7.4 
Es ED SSO ee eee 2.7 .3 —.2 .6 8.2 
ETS 2.9 | .6 .8 8.5 
August__._.. 2.9 .5 a .9 8.4 
September _- 2.8 .2 4 Pe 8.5 
NT a ea UU oc bdueccocte eR a ee are. ee .5 7.9 
November__._..-- (SOME: A a TOSS Se ee 2.8 .4 a .8 8.0 
RES Se Se 3.1 .8 7 1.1 8.2 
JS RS, Ea ee 2.8 2 ye 8 8.3 














Source: Computed from Federal Reserve data. 


Mr. Grarncer. The proposed bill has three main provisions on 
which we would like to make the following comments: 

1. Treatment of vault cash as reserves. 

New York central Reserve city banks are unlikely to be affected to 
any significant extent by this provision. Nevertheless, the New York 
Clearing House Association endorses it because of its belief that the 
provision is fair and logical and that its enactment would be a con- 
structive step for the banking system as a whole. 

‘ <A ee aaa latitude to the Board of Governors for reclassifying 
anks. 

Because of the absence of specific statutory standards, or even the 
ability to establish them, the association has some reservations with 
respect to this second provision which would grant authority to the 
Board of Governors to reclassify banks in central Reserve cities and 
Reserve cities on an individual basis. At some future time this could 
lead to charges of discriminatory treatment among banks of the same 
general character. It is appreciated, however, that the Board would 
endeavor to administer this authority equitably. Hence, the associa- 
tion does not wish to oppose it. 

It should be noted that the need for such authority is a good illus- 
tration of the outmoded character of the present system of reserves. 

3. Reduction in the range of reserves for central Reserve city banks. 

The association endorses the principle that. central Reserve and 
Reserve city banks should be made subject to the identical range of 
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reserve requirements. However, the association believes that this 
provision does not go far enough, since it would still permit the 
maintenance of a differential in reserve requirements between central 
Reserve city banks and Reserve city banks. 

Therefore, the association believes that the classification “central Re- 
serve city” should be abolished; that New York and Chicago should 
be classed as “Reserve cities”; that member banks in New York and 
Chicago (except those granted a lower classification by the Board) 
should be made subject to the same reserve requirements as Reserve 
city banks; and that H.R. 5237 should be revised to achieve this 
objective. 

Now I would like Mr. Lindow to make some comments on the bill, 


with particular emphasis on the role and mechanics of financial trans- 
actions. 


Mr. Brown. Mr. Lindow. 

Mr. Linpow. My name is Wesley Lindow, vice president of Irving 
Trust Co., and I am head of the investment administration division of 
the bank. 

I believe this bill should be viewed in the context of the problem of 
financing economic growth. The bill would clear the decks in part 
for this growth. The provision to count vault cash would free over 
$2 billion worth of reserves; not all at once, but appropriately 
in time as the Federal Reserve could work it into its program. This 
provision will be of the greatest benefit to country banks and of minor 
benefit to central Reserve city banks, but we favor it. 

The effort to ease up on reserve requirements of central Reserve 
cities would also help economic growth. Of course, the bill as it now 
stands would simply provide for a range of reserve requirements on 
demand deposits at the 10 to 20 percent level of Reserve cities. I 
think it is an intimation that we would get to uniform levels of re- 
serves with Reserve cities, at least I hope so. But at the moment there 
is nothing definite on which to base such a conclusion. 

We would like to go further and put New York and Chicago banks 
in the Reserve city classification alongside their principal competitors 
across the country. We believe that the central Reserve city group- 
ing ought to be abolished, and that this would be a useful step with 
regard to financing economic growth. 

The New York banks have not been growing anywhere near as 
rapidly as the Reserve city banks. Yet New York banks are a vital 
link in the process of our financial mobilization. Most of the new 
security flotations of corporations go through New York. Most of 
the transactions in U.S. Government securities go through New York. 
It is almost impossible to assess the importance of New York banks in 
making our money market and our investment markets work. The 
volume of financial transactions in New York banks is staggering. 
It takes crews working round the clock to keep the machinery going. 

Last year we handled over 114 billion individual checks in New 
York banks, and this was pretty close to twice the volume of 10 years 
ago. Now what will this be 10 years from now? It is bound to be 
a good deal larger. 

We have had to add staff to New York banks to carry this service 
function. We have about 25,percent more employees in the New York 
banks than we had 10 years ago, which is another indication of the 
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tremendous job involved in handling so much of the financial trans- 
actions of the country. 

Debits to bank accounts in New York banks last year almost reached 
$1 trillion. I do not get a chance to use that number very often. 
That is well over twice the level of 10 years ago. 

The number of debits for transfers of short-term Treasury securi- 
ties—I am talking now about bills, certificates, and notes—is now 
vastly larger because the volume of these bills, certificates, and notes 
outstanding is considerably larger. In fact, the volume of such Gov- 
ernment issues today is approaching a hundred billion dollars, as 
compared with about $50 billion 10 years ago. This is a great mass of 
paper which is constantly changing ownership as the liquidity and in- 
vestment position of investors across the country, and even outside of 
the country for that matter, changes. There is a tremendous volume 
of activity in this part of the public debt and the handling of this 
trading shows up as a service function by New York banks. 

Now we have had no figures on the total amount of these trans- 
actions. The Government bond dealers have a relatively modest 
amount of capital—certainly considering the large size of the public 
debt—and the Government bond dealers are the intermediaries, they 
make the markets between the buyers and sellers. The transactions of 
Government bond dealers in the banks in New York are really fan- 
tastic. The clearinghouse made a special study in February of all of 
the debits to the accounts of Government bond dealers in New York, 
and we found that one-quarter of the total bank debits in New York 
were represented by these transactions which reflected changes in the 
ownership of the public debt. 

We found that another one-eighth of total debits was accounted for 
by transactions of investment brokers and dealers. 

Still another large portion which we did not try to isolate, also was 
in the financial category. 

Now these are essentially a mechanical type of service operation, as 
I will demonstrate for you shortly. The turnover—if you take literal 
figures here—the turnover of the deposits measured by debits reaches 
some fantastic numbers. You will see in our brief that the Govern- 
ment bond dealer deposit turnover in February was at an annual rate 
of 11,000 times. Personally I think that was probably a low month 
and it would normally be larger. We know, for example, that many 
months have been larger than February, based on our own bank’s 
experience. 

he turnover for deposits of investment brokers and dealers was 
about 300 times annually. 

When you take these out, the turnover of the remainder of deposits 
was 32 times, and what was left still included a considerable volume of 
financial transactions which we had not isolated. 

Now the argument that we have a higher turnover and that this 
somehow makes us a peculiar problem in relation to credit control, it 
seems to me, does not old water. These financial transactions are for 


customers all over the country. New York acts as a clearinghouse 
for Government bond dealers. It is also the central point for the 
issuance and turnover of securities for corporations. 

I do not see that this has very much to do with whether New York 
bank reserve requirements should be one level or another. It just 
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seems irrelevant. And the level of debits in the purely business type 
of deposits in New York is just about the same as it seems to be in 
other leading cities. 

Now the mechanics of this rapid turnover in Government securities 
are not widely understood, and I thought that it might be worthwhile 
to tell you just a little more about how this works, because I think we 
have a very critical question here. If we have these great volumes of 
financial transactions, does this make us peculiarly sensitive and in 
need of additional controls, as against other banks, or are these trans- 
actions service transactions which have nothing to do with the basic 
problem of credit control? This is a very basic question of inter- 
pretation. ; 

Trading in U.S. Government securities is largely concentrated in 
New York City. Some activity also takes place in other sections of 
the country, notably in Chicago, but to facilitate the execution of 
transactions, many out-of-town banks and nonbank dealers also main- 
tain active trading offices in New York City. Five large banks, three 
in New York, and two in Chicago, operate dealer departments. But 
the greater volume of trading is handled by the so-called nonbank 
dealers. Unlike the commercial banks which clear their checks 
through local clearinghouses and the Federal Reserve banks, and the 
stockbrokers who clear through a stock-clearing corporation, U.S. 
Government securities dealers have no central clearing agency. In- 
stead, the dealers use their banks in New York City as their clearing 
agents for the handling and transferring of securities as well as making 
and receiving payments. 

For example, one bank in New York handles all the clearing of 
certain short-term Government securities for all the nonbank dealers. 
Other banks handle the clearing of other types of Government obliga- 
tions for one or more of the nonbank dealers. 

The reason dealers do not have a clearing agency themselves is be- 
cause sales and purchases are not consummated at the same time, as 
in the case of the brokerage business. Rather the dealers are buying 
for their own account and selling for their own account. So you do 
not have a transaction at any given moment between A and B. It 
is between A and a dealer and then at some other time between B and 
a dealer. 

The clearing agent, that is the bank, holds the securities of the 
dealer in temporary custody, pending receipt of delivery instructions 
by the dealer. In making a market for Government securities, a 
dealer transacts a large volume of trades, representing both purchases 
and sales, during a business day. When he sells a security, the dealer 
instructs us, the clearing agent, to deliver that security to the pur- 
chaser or his bank in return for a check representing either Federal 
funds or clearinghouse funds, for a specified amount. That check is 
then credited to the dealer’s account. Conversely, when the dealer 
buys a security he instructs the clearing agent to make out a check 
for a specified amount, which is to be presented to the messenger 
delivering the securities purchased. In other words, we are receiving 
and we are paying the money as well as receiving and paying the se- 
curities, on behalf of the dealer. 

During a business day, any of the banks acting as clearing agent 
make many deliveries of securities representing sales and receive many 
securities representing purchases by the dealer. In each instance the 








272 MEMBER BANK RESERVE REQUIREMENTS 


proceeds of sales and purchases are credited and debited to the dealer’s 
account—all day long. At the end of the trading day the volume of 
purchases and sales may turn out to have been about equal, in which 
case the dealer has not changed his inventory. It may turn out to be 
unequal, He may need additional funds. He may have to carry net 
purchases over and above what he sold, or vice versa, he may have 
sold more than he acquired. 

In the process of this, you see that something is happening all the 
time to his deposit account, but the deposit account never gets very 
large. During the day millions of dollars of checks will have been 
credited and debited against that account and the account at the end of 
the day is, as usual, a nominal amount relative to the tremendous 
volume of business being done. 

If the dealer comes out uneven, that is, buys more than he sells, he 
may need to borrow funds. The dealer has several sources of funds: 
He may borrow from his clearing bank, he may borrow from another 
bank in New York or outside the city, or he may borrow from nonbank 
lenders, largely corporations, through the medium of repurchase agree- 
ments. The dealers are experts in finding money all over the United 
States. Borrowings may be for 1 day, i.e., overnight, or, in the case of 
repurchase agreements, may run for a longer period. A repurchase 
agreement with a corporation usually takes the form of the sale of 
short-term securities by the dealer to the corporation, with an agree- 
ment by the dealer to repurchase the securities at a later specified date. 
On occasion, the Federal Reserve is also willing to take securities from 
dealers under a repurchase agreement. 

Another example of transactions which swell the turnover of New 
York City bank deposits is the flotation of new issues. I am talking 
now about corporate securities. A given volume of bonds issued by a 
corporation and sold through an underwriting syndicate may result 
in debits several times the size of the offering. Checks are issued by 
the buyers of the securities to the dealers participating in the syndicate, 
each dealer in turn issues a check to the dealer heading the syndicate 
for the aggregate amount that he accounted for in his sales, and the 
head of the syndicate issues a check to the borrowing corporation for 
the proceeds of the issue. And you may get some more turnarounds in 
there in the process. But there are certainly those three steps of which 
at least two heavily affect New York City turnover. 

The volume of debits arising out of all these financial transactions— 
and there are others I have not covered here—is thus subject to the 
volume of trading and of new offerings in the securities markets. It 
is in no way a reflection of what you would consider to be local bank- 
ing pressures. This is an agency, you might say, operating for the 
entire national market, and it is not subject—the volume of activity is 
not subject to the control of New York banks. This activity will go 
up, or go down, or whatever it does, without regard basically to what 
is happening in the reserve position of New York banks; and imposing 
regulations on New York banks based on turnover of deposits would 
simply work an undue hardship on these banks without affecting the 
volume of security trading and the resulting turnover in any way. 





MEMBER BANK RESERVE REQUIREMENTS 273 


As I say, even the borrowings of dealers would not be affected in the 
final analysis, for if the reserve positions of New York banks are so 
tight that they cannot make loans to the dealers to balance their posi- 
tion, the dealers go outside. And they borrow the money where they 
can find it. 

In short, we are providing a service for the entire country through 
this tremendous volume of transactions in the New York banks, and 
it has no direct connection with economic developments, with inflation 
or deflation. I grant you the transactions have great economic signifi- 
cance, but not the handling of them through the New York banks. 

Now, we think that reserve requirements everywhere are going to 
have to come down in the years ahead to help finance economic growth. 
We think requirements in New York and Chicago should come down 
to the level of Reserve cities now or in the very near future. The pres- 
ent discrimination against New York and Chicago is not logical, it is 
not fair, it serves no desirable monetary purposes, and it could be a 
deterrent to economic growth if continued indefinitely. 

It should also be noted that reserve requirements restrain growth of 
capital funds of banks. Funds locked up in reserves at the Federal 
Reserve earn nothing for a bank. We have been forced to carry more 
of these nonearning assets than Reserve city banks most of the time 
since 1887. The evidence suggests that the “Reserve city” classifica- 
tion became outmoded in 1917 when the Federal Reserve no longer 
permitted interbank balances to be counted as reserves. Since that 
time central Reserve cities have been penalized, for no monetary pur-. 
pose, by requiring them to carry higher reserve requirements than 
banks in Reserve cities. The penalty has ranged from 3 percent in the 
1920’s to as much as 6 percent in the 1930’s. It disappeared for a time 
during the war, got back up to 4 percent during Korea, but lately has 
again been narrowed and now stands at 114 percent. These numbers 
may not sound large, but what they mean is that this percentage of 
demand deposits in central Reserve city banks was Fa from the 
category of earning assets to the category of nonearning assets (as 
compared with Reserve city banks). There was a time when the pen- 
alty probably did not hurt too much, but it has become increasingly 
difficult for the banks to absorb. This discrimination has hurt our 
earnings and our buildup of capital funds. We will get no sudden 
large windfall if we are transferred to Reserve city status, but it will 
help. Our earnings will rise a small amount, but they are behind 
earnings in Reserve city banks, and bank earnings generally are less 
than earnings in other industries. More important, we will have more 
assets to work with in loans and investments in the years ahead, and 
we will have a better cushion to carry on our heavy expenses relative 
to the enormous volume of financial transactions in New York. 
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Mr. Vantx. Mr. Chairman, we are faced with the business on the 
floor in just a few moments. We are going into the Consent Calendar. 
I was wondering if the witness might hit the high points in the re- 
mainder of his statement so we could ask a few questions, 

Mr. Brown. If you want to ask any questions, I will let you ask 
them now. 

Mr. Vanix, I would not want to interrupt now. 

Mr. Lanvow. Please go ahead and interrupt. The main point I 
wanted to get across had to do with trying to explain this financial 
mechanism. I think it is not fully understood in relation to the re- 
serve requirements situation. That part I have done, I hope. 

Mr, Brown. You can insert your written statement in the record. 

Mr. Linvow. Thank you. 

Following is the remainder of Mr. Lindow’s statement : 


The clearinghouse analysis shows the background of the “central Reserve” 
classification and the reasons it has become outmoded. 

I would like to summarize a few of the main points: 

1. The “central Reserve city” classification is a historical accident which had 
its origin in 1887 but was not abolished in 1917 when the original basis for the 
classification disappeared. 

2. Any listing of commercial banks in the country by size ranking or by types 
of services offered will show that Reserve city banks have grown to the point 
where they are virtually indistinguishable from central Reserve city banks. 
This is illustrated by the following table listing the 30 largest commercial banks 
45 years ago—just before the establishment of the Federal Reserve System— 
and today. It shows that in 1913, 25 of the 30 largest banks were in New York 
and Chicago, and only 5 were in Reserve cities, in contrast to the present, when 
only 12 are in central Reserve cities and 18 are outside. 


30 largest banks in the United States, 1918 and 1958 























Deposits, July 1, 1913 
(millions) 
Bank ole Sophia. 
New York Other 

and Chicago 
ER 2 , RE ee ee i ie ae hee 
Guaranty Trust Co., New York City_..-_--_------ SRE batoe ated oe. Sees 
Continental & Commercial National Bank, Chicago._..-........._....._.- 175 
National Bank of Commerce, New York City-_-_-_-_-_- SS Se ee SOE ie | eh aR 
ED BUGS GOP NNO MOLE COREY. . 8. 5. 3 seca ee nee neccee- iy ee 
First National Bank, Chicago--_--_--..---- OS ap GRE NS SE Sn gy ROS Sg 
Chase National Bank, New York City-......---.-----.------2.---2-2-22-. 116 A 
Garfield National Bank, New York City_-.--.--...-.---.---------.-2..-.-.- i CO a | 
Farmers Oe eC as rene en ae a LD aes vee 
EE Ms UR al, wn cnc wecemampnensacesas dine 103 a 
Pus ceamone! Dank, New Yorm City. .+:......-........-. 22k i et SE 
National Park Bank, New York City. ..-......-...-.-..-.-._-. ee onde chai 5 Eee eee x 
National Shawmut Bank, ET cde e ic. cist c ds emccida eNininAn <del ash glad cts Sos $95 
Illinois Trust & Savings Bank, Chicago- -----_- APO OTIS SE E82 PE hash WO aiciek. ne 
SDE ES 5 AE LD EE ST TE CE 79 
Old. Colony Trust Co., Boston..-.. ES ES et ne ET Te. a ve A ee ee 78 
etn ee een OW NONE OUCT. . 5. 2.6... sn nce taeda ees _ er eee 
Equitable Trust Co., New York City_.........-..--------- eS, ee 9S dati ek dvaccnce 
Mechanics & Metals National Bank, New York City..............-.-._._-- 71 
United States Trust Co., New York City........-..----..--.--------------- helen 
Union Trust Co., New York a Sa le a a eee win siiina dine meno RT” 
Col. Knickerbocker Trust Co., New York City.........-.--..-.-.-.-.-..---- > eee eS 
Corn Exchange National Bank, Chicago__.____.-_..-_..-.-___---.-.-..--..- SE SN Se 
Pee crust & Severs Denn, Cmrcego. ........-.-..-....-0...--..--- 228 ee 57 i 
Merchants Loan & Trust Co., Chicago--...........---.-.---.---.-----.--.-- 5 PRES RA 
Bank of Manhattan, New York City...-...-...-...--.--.-.---.-.---------.- 55 care 
American Exchange National Bank, New York City_........-.__. .---.-_-.. ea 
Oltizens Savings & Trust Co., Cleveland...............-...-.-.......-.-....|--2--2.--.22 6. 49 
Philadelphia National Bank, Philadelphia--..--......-...----------.---.---|-.---.-------- 49 
United States Mortgage & Trust Co., New York City..........-....-....__- 1) PP ae hale A 
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30 largest banks in the United States, 1913 and 1958—Continued 





Deposits, December 31, 
1958 (millions) 





Bank is LER SSS ae 
Central Re- Reserve 
serve cities cities 
Bank of America, San Francisco... -......-....--.--- Eh ctcatebsctstinumanelteiic iia $10, 308 
Chase Manhattan Bank, New York City...........-.---.---------------.-- Ft | eee ee 
First National City Bank, i 2 a. SES a ee SS ee ae 7, Ge. ... ee 
Manufacturers Trust, New York | RS RT ER ESR ae: aa oy fe ee 
Chemical Corn Exchange, NE ONE GENS nen utieanclosneewseaun ten tabtnes ft RR ee 
Seckisicy-Fiee reeaeees Ham, LOS ANGOIOS qo. oon ns on cence ncn cc ecndccncc|éscewnsscocec= 3, 087 
Bankers Trust Co., New York ya RES 2g SESS = PRE RENS TT A gg ee es hele 
First National Bank, Chicago. -._- im Cats SRM TEED «etkgsindkt os seaeeieeds ty eas 
Guaranty Trust Co., New York City................----------------------- UE Nicein soo puatlionon 
Contintetal Illinois National Bank é (yD ee ee eer at , 5) RR ee 
Mellon National Bank & Trust Co., ‘Pittsburgh. ped cassomdhnhbhaseddaeitetinakal Gage anny tune 1, 834 
Irving Trust Co., New York City__.--------- aoe A! OE eee a ft Pa ae ee 


National Bank of Detroit_- 
Hanover Bank, New York City TE I 
American Trust Co., San Francisco 
First National Bank, Boston...-........ ...------.--- =~ 
Crocker-Anglo National Bank, San Francisco... -.-_-...---.....--.----------- 
CE PEO re SO a. ncidlinbiebis stants tynocceuetanes ses Mmesced 
NE a St en anda duck deousenespentpecneeoced 
First Pennsylvania Bank & Trust Co., Philadelphia CORES! REPRE E Be se, 
NC ca cciiaepagdbudundessavenseccanenessuiiae 
First Western Bank & Trust, San Francisco.............-------------------- 
New York Trust Co., New York ot) a a ee Ay Sek eet era 
Republic National Bank, FRR EA eS eee es at eee ee ae 
Sn: POM IIE, BOO ow kn ope sa Pins ebe cnc ecdbudsnedbuseeauanes 
Ue SUMENOIINIINI a c.ccnndseenednccnncesandscusdubuesudigiecnent 
Sy HIN ON oie ls ons dk addacndandnd dell aedestobwus aoaktte 
J. P. Morgan & Co., Inc., New York Ong SER eS FE et 
iy National Bank of Oreg id aan niga dguamemedians tie dice Saaee 














A listing of the 20 largest lending limits in commercial banks across the 
country today shows that one-half are in Reserve cities and one-half in central 


Reserve cities. 
these banks depending on their location. 


It seems pointless that reserve requirements should differ among 


There are differences in the degree of specialization of services among banks, 


such as the following: 
New York is a major financial center. 
Chicago is a major commodity center. 


Some banks in the South are in cotton and petroleum centers. 
Some banks in the Middle West are in livestock centers, steel centers, etc. 
These distinctions do not change the character of the banks sufficiently to call 


for different reserve requirements. 


3. In the days of the old National Bank Act it was interbank deposits repre- 


senting legal reserves that made it appropriate for central Reserve cities to 
carry higher reserve requirements than Reserve cities, and for the latter to carry 
higher reserve requirements than banks in all remaining areas. The reserves 
of bank A might be largely kept in bank B which in turn might keep a substantial 
portion in bank C in a central Reserve city. Although this arrangement dis- 
appeared in 1917 when member banks were forced to concentrate their reserves 
in Federal Reserve banks, the concept of interbank deposits has remained in a 
confused way as having a bearing on differential reserve requirements in different 
cities. The Federal Reserve now appears to have adopted the attitude that these 
deposits are no longer especially significant. Even if they were significant, 
however, the statistical evidence shows that there are considerably more inter- 
bank balances in Reserve city banks than in central Reserve city banks; and in 
35 Reserve cities out of a total of 49, the proportion of bankers’ balances to total 
deposits is larger than in the central Reserve city of New York. Finally, in 
New York these bankers’ balances are now about 14 percent of deposits, compared 
with a level of 50 to 60 percent before the Federal Reserve System was organized. 

4. A larger deposit turnover in New York has also seemed to have had some 
bearing on the maintenance of the central Reserve city classification. How- 
ever, as I have indicated, the statistics have been confused in New York by the 
enormous volume of financial transactions taking place, which are motivated 
from across the country and even outside of this country so that New York banks 
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are in effect service agencies. The economics of such transactions Cannot be 
related to controls over New York banks’ reserves. 

5. In the field of corporate deposits, it is mistakenly thought at times that New 
York banks hold a uniquely important position. While this may have been 
true at one time, it is no longer a fact. We have been losing ground relatively 
as the large banks across the country have gained. In 10 years the SEC figures 
on corporate cash show a gain from $25 to $385 billion. The remarkable thing 
is that New York corporate deposits did not rise at all during the same interval. 

6. It is sometimes alleged that higher reserve requirements in New York and 
Chicago can be tolerated by the banks because they are so efficient in investing 
their assets. The compliment is appreciated, but the facts show that Reserve 
city banks do about as well in avoiding the problem of having uninvested funds 
as New York and Chicago banks, and actually do better in what they are able 
to earn on their capital funds. 

7. The elimination of central Reserve cities would cause no problem in the 
field of credit control. There are many ways for effecting a transition smoothly, 
such as giving the Federal Reserve a stated amount of time to accomplish it so 
the step could be gradual. Moreover, even if the action were taken all at one 
time the Federal Reserve could easily offset the monetary effects through 
open market operations. The amount of reserves released would be well within 
the weekly range of change in money market factors, including Federal Reserve 
float. 

8. We have also given consideration to whether New York and Chicago should 
be retained as central Reserve cities from the point of view of coping with prob- 
lems which might be posed in some future emergency. We have considered 
various kinds of emergencies, both international and domestic, and we fail to 
see that the elimination of the central Reserve city classification would weaken 
the Federal Reserve's tools in any significant way. New York and Chicago banks 
would simply be subject to the same requirements as other large banks. We 
certainly do not want to weaken Federal Reserve powers to deal with emer- 
gencies, but we see no logic in continuing the central Reserve classification as 
an extra power. 

CONCLUSION 


The problem of working toward a better system of reserve requirements has 
been recognized for many years. Many people have thought of different remedies 
for the problem. I am sure that no one would propose the present three-way 
geographical system if we were starting out today from scratch. Sooner or 
later, if logic prevails, it will be changed, and we need to look ahead now to the 
problems of future economic growth. We think it is appropriate to drop the 
central Reserve city classification now, at the same time that the improvement 
with respect to vault cash is adopted and the Federal Reserve Board is given 
further discretion to reclassify individual banks where the present classification 
produces especially illogical results. In short, we are for the present bill but 
would like to propose that the third section be further amended to eliminate 
the central Reserve city classification. 

Mr. Brown. Mr. Vanik. 

Mr. Vanix. Mr. Chairman, as I take in summary the position the 
three of you have, it is pretty much in substantial accord with that of 
the witnesses from the city of Chicago? 

Mr. Linpow. That is right. 

Mr. Vanrx. You feel these reserve requirements are discriminatory, 
over and above your discussion of the bill immediately under con- 
sideration. You feel they are discriminatory and unnecessarily high ? 

Mr. Lanvow. That is right. I would like to say that we favor the 
bill. We think the bill is in the right direction, considering the prob- 
lems of future growth, but we think that the third part of the bill does 
not go far enough, and we would like to suggest that action be taken 
to make it go further. 

Mr. Vantk. With respect to Chemical, are the funds that you have 
on deposit with the Federal Reserve in excess of your capital ? 
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Mr. Graincer. We have approximately $500 million frozen with 
the Federal Reserve bank upon which we receive no income. We have 
capital funds of $300 million upon which we must pay dividends. 

Mr. Vanik. If somehow this reserve requirement were reduced, 
would it reflect itself by way of higher interest, perhaps to your de- 
positors or lower interest rates to borrowers, or what would be the 
effect of it? 

Mr. Gratnoer. Well, the lowering of reserve requirements per se 
would ordinarily have a tendency to lower interest rates in that more 
funds would be available, and the interest rate structure is merely an 
evidence of the tightness or ease of the money market. When reserves 
are made free there are more funds which therefore tend to lower the 
interest charged by banks to its customers. 

Mr. Vantk. Make money a little more competitive ? 

Mr. Graineéer. That is correct. 

Mr. Vanirx. Would that apply to your institution ? 

Mr. Prerce. I am not a banker, sir, I am a lawyer. 

Mr. Vanix. Would it apply to your bank ? 

Mr. Linpow. Yes, sir. 

Mr. Vanix. What is the relation between your funds and deposits 
with the Federal ? 

Mr. Linpow. The deposits with the Federal are considerably in ex- 
cess of capital funds, approximately a ratio of 114 to 1. 

Mr. Vanix. And of course the Federal uses this money to make in- 
vestments, does it not? It is invested in the Federal bond market and 
the Federal security market ? 

Mr. Graincer. To give an example of that, Mr. Vanik. If reserve 
requirements, I should say, were increased, and we had to put up addi- 
tional reserves with the Federal Reserve Bank of New York, the 
chances are we would have to sell Government bonds. The chances 
are also that the Federal Reserve itself would be the buyer of the 
Government bonds which we sell through some dealer. Consequently 
the net result would be that our earning assets would go down, and the 
Federal Reserve earning assets would have gone up. They would hold 
in their portfolio the Government bonds which we now hold. Noth- 
ing has transpired except a book transaction. They have credited us 
with the proceeds of the bonds, they take the bonds, and they put 
those in their earning assets; we reduce our earning assets and add 
to our Federal Reserve bank account. 

Mr. Vanix. And you in effect have to spread the cost of that over 
your depositors and borrowers. That isthe net result ? 

Mr. Grarncer. That is right. 

Mr. Brown. Mr. Pierce, have you a statement to make ? 

Mr. Perce. No, sir; I have not. 

Mr. Brown. Mr. Lindow. We cut you off a moment ago. Do you 
want to make a further statement ? 

Mr. Linpow. Mr. Chairman, I would just like to add that the main 
point that seems to be at issue, on this question of central Reserve cities 
has to do with some future emergency. A gold inflow has been men- 
tioned. I would like to point out that back in the thirties when we 
had the large gold inflow, the Federal Reserve held only a very small 
amount of Government securities which it could have sold in order 
to offset the new reserves created by the gold. Today it holds an 
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enormous amount of Government securities, $25 billion. This is more 
than the amount of gold in the whole of the Western World outside of 
the United States. I cannot see that any emergency stemming from 
a gold inflow—and that does not seem a likely event in the near 
term anyway—but I cannot see that the Federal Reserve does not have 
ample weapons to deal with it. There would be no need to maintain 
higher reserve requirements in New York. 

fr. Grarncer. I should like to comment on that. I agree with the 
witness from Chicago that the immediate impact of any large increase 
in our gold supply would be in the central Reserve cities, but it would 
be only a temporary impact. It would be felt throughout the entire 
system and the Federal Reserve Board has at its command ample 
canbe to compensate for the increased reserves created hereby. 

ause it has its open market operations with which it could sop up 
any reserves created by the acquisition of gold. 

Mr. Linvow. Governor Balderston referred in his testimony to the 
fluidity of Federal funds which move constantly from one city to 
another, and this is the same point. You cannot keep the excess 
reserves in any one city in the event of a gold inflow. They would 
move across the country almost immediately. 

Mr. Brown. Mr. Hiestand, do you have any questions? 

Mr. Hrestanp. I have no questions. 

Mr. Brown. Mr. Barr? 

Mr. Barr. I was very interested in your statement, sir, that the 
impact of the gold flow into New York would be only a temporary 
impact. In other words, if gold flows into this country it is the result 
of an extremely favorable balance of trade or unsettled conditions 
abroad; is that not correct, with people trying to move money ? 

Mr. Gratncer. Or it could be a change in the price of gold. It 
could be a lot of things. However, the significance of the gold inflow 
would not be the goid itself, but the reserves created thereby. 

Mr. Barr. That is what has to be mopped up ? 

Mr. Grarincer. Yes, sir. 

Mr. Barr. For the record, is it correct to state that the Federal 
Reserve by selling its holdings of Government bonds does tend to mop 
up some credit resources in the United States? 

Mr. Grarncer. Yes; one of the most effective devices which the 
Federal Reserve System has is the operation of the Open Market 
Committee. 

Mr. Barr, Yes. 

Mr. Gratncrr. And it is, as you know, operating, particularly, in 
New York each day, to sop up excess reserves or to create reserves if 
reserves are needed. The 55 thaw Reserve System has to watch care- 
fully many factors operating in the money market. For instance, 
gold flow, currency flow, changes in Federal Reserve float and in 
Treasury deposits; there may be swings of 400 or 500 million dollars 
in funds flowing into the money market. The Federal Reserve bank 
in New York must compensate for those funds temporarily by selling 
bonds. Then, when there is a reversal of those funds, the Federal 
turns around and acquires bonds to put the reserves back in. It is 
a terrifically important and sensitive device which they have, and 
we, as central Reserve city bankers, maintain that that device is so 
important that it overshadows the question, as Mr. Saxon brought out, 
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of the 11% percent differential in reserve requirements. Four hundred 
million dollars for New York City is a drop in the bucket. 

Mr. Barr. Yes. 

Mr. Grainger. In our bank we have two or three hundred million 
dollars swings per day. We do not depend upon our balance with 
the Reserve bank to handle that. We depend upon our seconda 
reserves, and it is those secondary reserves which we have to bob 
up and down on. That is our cushion. We do not bob up and down 
on the reserve in the Federal Reserve bank because that only represents 
18 percent of the deposit. When the deposit goes out, we get 18 
percent of it back from the Federal, but we have still got to pay 
82 percent, and we have to have the funds with which to pay the 82 
percent. ‘That gets into the question of bank management, as against 
control by the central bank. That goes into the area of this im- 
portant question of trying to develop criteria for classifying banks. 
It would be a very difficult thing for the Congress and it would be a 
very difficult thing for the Federal Reserve bank to classify the busi- 
ness of a bank. It is an extremely hard thing for us to classify our 
own business, much less the business of some other bank. 

Mr. Barr. There is a great concern, I noticed, in this Congress about 
the outflow of gold, I think several Members are not aware of the 
fact that the influx of gold can be as dangerous if not more so; but 
so far as the gold situation is concerned, did I understand you, Mr. 
Lindow, to state that the holdings of Government securities by the 
Federal Reserve Board, which I understood were $25 billion, would 
more than compensate for any influx of gold because there is not 
that much gold in the Western World outside the United States; is 
that correct? 

Mr. Linpow. It seems so to me; yes, sir. 

Mr. Hrestanp. Will the gentleman yield ? 

Mr. Barr. Yes. 

Mr. Hiesranp. The witness touched briefly upon the possibility of 
the flow of gold being affected by the change in price of gold. He 
did not mean to imply that was desirable? 

Mr. Grarncer. | certainly did not, sir. No, sir, I do not believe in 
tampering with the yardstick. 

Mr. Brown. I recognize Mr. Moorhead. 

Mr. Moorneap. I have no questions. 

Mr. Vanix. A moment ago you stated that these reserves that are 
on deposit with the Federal Reserve were invested in Federal bonds. 
Is that a correct statement? 

Mr. Grarnerr. I think that the Federal Reserve bank might chal- 
lenge the interpretation which I make, because they maintain 

Mr. Vantx. That is the reason I asked the question, because I want 
to be sure for the record. 

Mr. Grarncer. My individual opinion is—I do not know whether 
it is shared by my associates in the New York Clearing House As- 
sociation—is that we provide earning assets to the Federal Reserve, 
and I can give you a very simple example. I tried to give you the 
example of the Government bond transaction. But a better example 
would be this: That if the Federal Reserve increased our reserve re- 
quirements by $50 million, which would be approximately 2 percent, 
going from 18 percent up to 20 percent and we, of course, did not 
have the excess reserves to put into the Federal, we would have to go 
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over to the Federal Reserve bank and borrow $50 million to cover 
the new $50 million of reserves. 

The Federal Reserve bank, by that transaction, gets an earning 
asset which is our loan, upon which we pay interest at the regular 
discount rate. And if they would then reduce reserve requirements 
by $50 million, the new money that they would make available to us 
we would use for the payment of that loan, and therefore their earning 
assets would go down by the $50 million loan. I think that is a better 
example to give you. 

Mr. Vantk. The reason I raise that issue is that on that very point, 
my distinguished colleague, Mr. Wright Patman, and the Federal 
Reserve seem to be in agreement. I am quoting from a letter they 
sent Judge Smith a short time ago stating “The Government securi- 
ties held by the Federal Reserve System have been purchased by 
money created by the System, which is a liability of the United States,” 
and it does not indicate that these reserves are used to purchase 

these bonds. So there is a wide discrepancy in your positions; is 
there not ¢ 

Mr. Grarncer. There is quite a discrepancy between the viewpoint 
of central bankers and that of many commercial bankers on some 
of these questions of interpretation. 

Mr. Vanrx. We are at the point where we have got to get to some 
tangible truths. There are so many things that are hanging up in 
midair. Someone must believe somebody, : as the King of Siam says, 
or we are all going to fall apart. Certainly the truth ought to be 
easily arrived at here. I do not like to have any uncertainties like 
this left out in space. I feel that I would be derelict in my public 
trust if I left that question unanswered. 

Mr. Grarncer. My colleague would like to make a statement on 
that, but I would like to say first that I believe the example I gave 
you ‘would prove one of the points. Obviously the Federal Reserve 
System has the power of note issue, and it is on that basis that the 
Federal Reserve System pays to the Treasury of the United States a 
tax each year. The Federal Reserve Bank of New York made $159 mil- 
lion last year, $138 million of it was paid to the Federal Government as 
a franchise tax for the issuance of Federal Reserve notes. Yes, they 
have the privilege of creating money by the issuance of notes. But 
they also have this other earning capacity which I just mentioned 
to you. 

Mr. Linpow. The Federal Reserve has the power to create Federal 
Reserve credit and does, in various forms, but I think it is a chicken 
and an egg argument as to how it occurs. If they were to reduce or 
increase reserve requirements the effect would be that we would have 
more earning assets or less earning assets than we have now. If ~~ 
comes into the country or leaves ‘the country, it affects both Federal 
Reserve assets and commercial bank assets. Therefore, we do not 
have to go back and examine the technical steps one by one through 
which the Federal Reserve acquired the assets they now hold. The 
significant point is that any changes in reserve requirements would 
produce a series of effects such as “Mr. Grainger described. 

Mr. Vanix. Do you fare so badly when you consider the fact. that 
after you make this reserve deposit you can extend credit approxi- 
mately seven times that deposit, and collect interest on it? 
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Mr. GrAIncER. Well 

Mr. Vanix. If you put up 16 or 18 percent, you can extend credit 
five or six or seven times that deposit and collect interest on it? 

Mr. Grainérr. Mr. Vanik, may I answer this way: 1 would like 
to point out the arithmetic of this transaction you are talking about. 
“ighteen percent of our deposits go into the Federal. 

Mr. Vanix. That is right. 

Mr. Grarncer. That leaves 82 percent which we can work on. In 
our bank, for instance, we try to keep a minimum, for fluctuations in 
our position, of about 25 percent. in the secondary reserve, which is 
the item to which I referred previously. That would leave 57 percent 
for lending. 

Now, let us assume we receive new reserves. If we make new loans 
and the proceeds are put back into our bank, yes, we could keep 
parlaying the reserves to the extent that you mentioned. But that 
is not what happens. The proceeds of the new loan go to some other 
bank. 

Now the other bank in turn can take the next 18 percent off of the 
deposit, if it is a central Reserve city bank, or if it is a Reserve city 
bank, can take off 1614 percent and lend the balance. And if that 
deposit moves into another bank and goes into a country bank, then 
the country bank has to take 11 percent off that deposit and lend the 
balance. And that is the way you multiply the new reserves received 
by approximately five times. But it does not all take place in the 
original bank of entry of the new reserves. 

Mr. Vanrx. You have the privilege of multiplying the deposits of 
other banks deposits with you, in the same way. Systemwide it 
comes to that ? 

Mr. GrainGer. Yes, when you consider the system as a whole, new 
bank reserves can support credit extension up to approximately five 
times. 

Mr. Vanik. So that that has the effect of multiplying by five the 
effect of the reserve, to your advantage ¢ 

Mr. Graincer. Taking 20 percent as a base, you can use the 20 
percent over tive times, yes, that is correct. Twenty million dollars 
of new reserves would support a hundred million dollars of new 
deposits. 

Mr. Vanik. I want to say, Mr. Chairman, that I appreciate these 
differences of opinion. I think they are very wholesome and neces- 
sary, and very informative to the committee. I want to thank the 
witnesses very much for their frankness. 

Mr. Brown. Mr. Barr. 

Mr. Barr. I have one more question. I know this will be raised 
somewhere in the discussion of this legislation, probably on the floor 
of the House. In this bill, which seems to have wide support, and 
which I certainly think isa grand bill—are in effect giving the Federal] 
Reserve Board the pr ivilege of giving you gentlemen $2 billion. Un- 
der the expansion factor that I think most of us agree on which ranges 
from five to seven times, that would give the banks of the United States 
$10 billion more to loan. Striking | a figure of 5 percent, that would 
give you gentlemen a return of around $50 million a year. 

Now there is one thing I would like to show for the record. No one 
las pointed this out and we are going to have to defend it. And 
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that is the fact—and I believe it is a fact—that returns on bank stocks 
have not been what I would call a gold mine. Would someone like to 
comment on that ? 

Mr. Linpow. We have the figures on earnings on capital in the 
brief before you, Mr. Barr. On page 16, the ratio of net profits to 
total capital accounts is shown, in which the average for New York 
central Reserve city banks in the last 10 years was 614 percent, in 
Chicago 8.2, and Reserve city banks, 8.5. The rates do fluctuate from 
year to year. And I may say that 

Mr. Barr. What page is that on, sir? 

Mr. Linpow. Page 16. And if you compare the earnings for the 
banking industry over any long historical period with those of other 
industries, the banking profit Beane do not compare favorably with 
other industries. They used to be much better many years ago. 

Mr. Barr. Let me ask this question: An investment say, in Lincoln 
National Life Insurance of Indiana would have been better than an 
investment in the Irving Trust; is that a correct statement ? 

Mr. Linvow. That is a hard question to answer properly. Both 
companies have done well in their fields, but prices of life insurance 
stocks have risen a great deal more than prices of bank stocks. 

Mr. Barr. You would have made more money; let me put it that 
way. 

Mr. Brown. Any other questions, gentlemen ? 

If not, we are very glad to have your testimony. You may be 
excused. 

The committee will now adjourn, to reconvene tomorrow morning 
at 10 o’clock. 

(Whereupon, at 12:20 p.m., the subcommittee was adjourned, to re- 
vene at 10 a.m., Thursday, April 9, 1959.) 
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THURSDAY, APRIL 9, 1959 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
SuspcoMMiIrrEE No. 2, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a.m., Hon. 
Paul Brown presiding. j 

Present: Messrs. Brown, Barrett, Barr, Moorhead, Hiestand, and 
Fino. 

Mr. Brown. The subcommittee will come to order. 

We have as our witness this morning Mr. Patman, a distinguished 
member of this committee, and we are very glad to have him testify. 

Mr. Patman, I am sorry we do not have any more members present 
at this time. Iam sure they will be in after a while. 

Mr. Parman. Thank you, Mr. Chairman. I understand how it is. 
Members have a great deal of work to do when Congress is in session, 
and all Members are on more than one committee, and have conflicts. 
The main thing, I think, in a case of this kind is the making of a 
good record. 

I have a prepared statement, Mr. Chairman, that I would like to 
read, because I feel that this reduces my thoughts to a smaller number 
of words than I would use if I spoke extemporaneously. 

Mr. Brown. All right. 

Mr. Parman. And I would like permission to revise and extend my 
remarks and include such material as is germane. 

Mr. Brown. You may have that privilege. 


STATEMENT OF HON. WRIGHT PATMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Patman. Thank you, Mr. Chairman. 

I appreciate the fact that you took every precaution to make sure 
the provisions of this bill were being seriously urged by the Federal 
Reserve authorities before you brought them forward for examina- 
tion and consideration by the committee. Please let me urge that you 
continue to exercise great caution in considering these proposals. 

The proposal which the subcommittee is considering is in two parts: 

First, the proposal to transfer ownership of up to about $25 billion 
of Government assets to the private banks. 

Second, the proposal to give the Federal Reserve Board broad new 
discretionary authorities for redistributing the money-issuing powers 
among the private banks. 

3940459 —19 283 
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Taking the question of transferring the assets first, I would like 
to call attention to some facts and estimates which I believe will help 
the committee in deciding these essential questions : 

1. How much will it cost the Federal Treasury ? 

2. Are bank profits already adequate ? 

3. Would it be better to provide the subsidies by yearly appropria- 
tions, subject to the President’s budget control, rather than to trans- 
fer assets which will provide a continuing subsidy without either 
budget or congressional control ? 

4. Will the reduction in bank safety, and the higher standards of 
bank liquidity which are hoped for, place an undue burden on trade 
and commerce ? 

5. Will the additional monopoly protection that must be provided 
foster a monopolization of banking? 


PRESENT LAW PERMITS THE BANKS TO CREATE MORE MONEY THAN WILL 
BE NEEDED FOR THE COUNTRY’S ECONOMIC GROWTH 


First, however, let me dispose of any doubt that the new authority 
being requested for reducing required reserves is needed to provide for 
future growth in the money supply. While it is clear that the pro- 
posal for transferring up to $25 billion of assets to the banks neces- 
sarily involves reducing the required reserves of the member banks 
sufficiently to allow them to legally accept these assets, discussions of 
this legislation have become confused with the question of future 
growth in the money supply. 

For example, the first 35 pages or so of the lengthy report. which 
the Board of Governors has sent to the committee—that is, the Board’s 
staff report on this legislation (“Proposed Legislation for Revision 
of Reserve Requirements,” prepared by the staff of the Board of Gov- 
ernors of the Federal Reserve System, January 29, 1959)—discuss the 
proposal for the general reduction in required reserves, and these 
pages examine a number of propositions which might support the 
legislation, including the need to provide for future growth. And 
mostly, I might add, this report is devoted to the Fed’s preoccupation 
with monetary controls to the exclusion of almost everything else. Yet 
the report does outline the methods for estimating what the needs of 
monetary growth might be and it supplies the pertinent data, though 
it stops short of comparing the relevant data. This could leave the 
impression that the authorities being requested for reducing required 
reserves might somehow be related to expected needs for growth in the 
supply of money and credit, along with the expected growth of the 
economy. 

However, the committee should take particular note of the staff 
report’s “Conclusions” which are set out on pages 40 and 41 of the 
report. After discussing the matter at length, the staff report does not 
conclude that there is any justification for the legislation in the need 
for permitting a growth in the money supply. One reason, and only 
one reason, is finally reached in support of the legislation. The rea- 
son is that it will assure the private banks more profits and aid them in 
building up their surplus accounts. 

No claim is made that the legislation is needed to provide for an 
increase in the money supply, because when you consider what is avail- 
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able under the Fed’s present legal authorities, it becomes obvious that 
this purpose could play no part in the legislation. 

The staff report makes it clear that the Federal Reserve authorities 
do not intend to permit the money supply to increase more than 3 
percent a year—which is what we already know. The report states 
that 8 percent is the average yearly increase over the last decade (by 
my computations the average yearly growth over the past 10 years has 
been 214 percent, but the difference is not significant for this discus- 
sion), which is, of course, about the same rate at which the economy 
has been growing. 

Yet the fact is that on the basis of the country’s monetary gold stock 
of $20.6 billion, the Federal Reserve already has authority in existence 
now to provide an increase in the money supply of $386 billion. The 
total money supply at the end of December was $138 billion; so at a 
growth rate of 3 percent a year the present law will take the country’s 
needs for monetary growth well into the next century, and into outer 
space, too. And this will be true even if, contrary to all expectations, 
the Treasury is unable to add to its gold stock, Table 1, which is ap- 
pended to this statement, supplies the computations on these questions, 
if the committee should wish to check them out. 


WHY THE FEDS PRESENT AUTHORITY IS NOT BEING USED 


Now the essential point to keep in mind in considering the problem 
before the committee is this: The all-controlling decisions to which all 
other important decisions have to be adjusted is the money supply, 
give or take possibly 5 percent. This is true in all of these campaigns 
started by the bankers for redistributing the wealth or grabbing off a 
bigger piece of a pie that is yet to come. aoe: policy comes first, 
and all attempts to redistribute the wealth must be made within the 
framework of a predetermined supply of money. 

The Federal Reserve is obviously not going to permit the money 
supply to expand to the point where there is a serious erosion of the 
interest-rate structure and perhaps even a monetary inflation of com- 
modity prices. On the other hand, it is not going to squeeze the 
money supply down to the point where, say, 10 or 15 percent of the 
labor force is unemployed and there is a serious loss of big business 
profits, a drying up of demand for bank loans, and so forth. It is 
going to keep money at what it calls moderately tight, with a fair 
number of the banks in debt to the Federal Reserve banks and paying 
a discount rate which tends to maintain a generally high structure of 
interest rates throughout the financial system. 

So while the Federal Reserve could now give the private banks up 
to about $35 billion more reserves by buying Government securities 
through the open-market operations, this would only loosen credit 
and do nothing toward transferring over to these banks the securities 
which have been bought and paid for with the public’s money. 

Furthermore, the Board’s regulations have not reduced required 
reserves of the banks to anything like the minimums permitted by the 
present law. So if the Board wishes to bow coutphitaly to the bankers’ 
objections to the Fed’s using any of its own money-creating powers, 
the Board still has unused authority for reducing required reserves 
of all classes of banks. In fact, it has authority to make available 
another $5.4 billion of reserves to the banks in this way. And this 
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$5.4 billion would permit the banks to create new bank money at the 
rate of $10 for each dollar of reserves. Even if it is assumed that the 
demand for currency expands in proportion to the expansion of bank 
deposits, the expansion ratio would be $8.65 to $1, so we see that this 
unused authority alone will provide for an expansion of the money 
supply at a compound rate of 3 percent a year over the next 11 years. 

And I might add that the money supply at that time would require 
only $12 billion of gold. So it is also clear that the authority for 
further reducing required reserves is not being requested by reason 
of any fear that this country’s present gold stock of $20.6 billion will 
fluctuate by about $1 billion from year to year. 

How is it then that the bankers and the Federal Reserve authorities 
are asking that the Fed be authorized to reduce required reserves 
below the present legal minimums, when required reserves can be 
reduced by another $5.4 billion under present law? How is this so 
when a reduction of only one-half of a billion dollars would, as these 
people well know, permit a 3-percent expansion of the money supply ? 

he point is, of course, that the transfer of Government assets 
which is being proposed will sop up the reduction in required reserves 
which is also being proposed—$1 of reserves for each dollar of assets 
transferred. So, in order to transfer these assets without distorting 
the money supply, the banks must be given $1 of new reserves for 
each dollar’s worth of assets that are to be transferred to them from 
the Federal Reserve’s portfolio. 

Giving the banks $5.4 billion of reserves would permit transfer- 
ring to them only $5.4 billion of public assets. Transferring owner- 
ship of $25 billion of public assets will require giving the banks $25 
billion of reserves. So the mechanics of this proposed transfer are 
a kind of “wash sale.” The private banks will end up owning $25 
billion of interest-bearing securities which are now owned by the 
public, with no change in the supply of bank credit and at no cost 
to themselves. 

The main conclusion reached in the Federal Reserve staff report 
(at p. 40) is that solely from the standpoint of the Fed’s being able 
to maintain monetary controls: 


Reserve requirements of member banks do not need to be as high as they have 
been in recent years. 


And the next sentence is: 


A lower level of requirements would improve the earning position of banks 
and aid them in building up their capital positions * * *. 

But the report also makes it clear that this proposal for aiding the 
private banks which the committee is being asked to approve will 
require giving the banks the interest-bearing securities which are 
now eee, ea because this is the only way that required re- 
serves can reduced without inflating the money supply. The 
report states: 

To the extent necessary to avoid undue credit expansion, reserves released 
by any reduction in requirements could be absorbed by Federal Reserve sales 
of securities in the market. This would in effect shift earning assets from 
Federal Reserve banks to member banks. The present System portfolio is 
adequate to permit a substantial reduction and still leave enough to provide 


sufficient earnings to cover necessary expenses as well as for current purposes 
of policy. 


When then are the questions to be considered ? 
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HOW MUCH WILL IT COST THE TAXPAYERS 


First, let us consider how much this proposal will cost the Federal 
Treasury. 

Interest payments on the Federal Reserve’s portfolio of securities 
provide substantially all of the System’s income. These are all U.S. 

overnment securities, most of which were acquired in the World 
War III period. And I might add that they were bought and paid 
for the hard way. They were not bought directly from the Treas- 
ury. On the contrary, they were bought by the System’s Open 
Market Committee, which means that the Fed first waited until 
the securities were sold to the banks or to other investors, the non- 
bank dealers, then it bought them in through the 16 open market 
dealers who are expected to take another profit, or commission, on 
these transactions. 

This interest income goes first to meet the expenses of the Federal 
Reserve System, most of which are incurred in providing free serv- 
ices to the private banks, such as clearing checks for them. But the 
annual income is much greater than the expenses, and the remainder 
goes back to the Federal Treasury. 

In recent years, the Fed has been holding back 10 percent of the 
unused income, and putting this in its surplus fund, as the present 
law permits it todo. The act establishing the Federal Deposit Insur- 
ance Corporation transferred funds from the Fed’s surplus account 
to provide the initial reserve against FDIC insurance, and the Fed- 
eral Reserve Act was amended with respect to the return of the Fed’s 
unused income, so as to allow it to build its surplus account back up 
again. There is no conceivable expense for which this surplus fund 
might be used, however, so it must eventually come back to the Treas- 
ury, too. 

To illustrate the income and expenses of the System let us turn to 
the year 1957, which is the latest year for which a report is available. 

In that year the Federal Reserve System received an income of 
$763.3 million, of which $735.4 million was in interest payments from 
the Treasury on the Fed’s portfolio of Government securities. In 
other words, only $27.9 million of gross income was earned on all the 
System’s operations, such as in making loans and discounts. 

Against this income the System’s net expenses amounted to $131.8 
million. It had, in addition, $19.3 million of expenses for services 
performed for other Federal agencies, but these were reimbursed. 
In other words, the Fed charges other Federal agencies for any and 
all services it may perform for them; only its services to the private 
banks are free. 

Income less operating expenses gave the System a net income of 
$631.5 million in 1957, which it disposed of as follows: $7.1 million of 
net deductions were made for such things as employees’ retirement 
fund; $20.1 million in interest was paid to the private banks on their 
so-called stock investment in the System: $61.6 million was put into 
the Fed’s surplus fund; and $542.7 million was turned back to the 
Treasury. 

In other words, this $542.7 million which was returned to the 
Treasury is money which would have had to come out of the taxpay- 
ers’ pockets if the private banks had then had possession of all the 
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Fed’s portfolio of securities which were not needed to produce in- 
come which would just cover the Fed’s expenses and contributions to 
its surplus reserve. 

At the end of March the securities in the Federal Reserve’s port- 
folio amounted to $25.5 billion. However, we cannot be sure how 
much of this it is planned to transfer to the private banks. Neither 
the Federal Reserve authorities nor the iickaainen for the bankers 
have told us. It is probable that they are not quite sure themselves. 
At some places the Board’s staff report speaks of holding some part 
of the portfolio back for contigencies. It is probable that every 
group of people who come forward with a plan to open up the public 
purse for a general grab believe they are all going to exercise re- 
straint and not grab everything in sight. But good intentions in 
advance can be quite different from what happens after the grabbing 
starts. 

Evidentally it is planned to transfer considerably more than $5.4 
billion, because, as has been indicated, that amount could be transferred 
under existing law. And it is apparent that the Federal Reserve 
authorities have thought it best. to await congressional action on this 
proposed authority to transfer all of the portfolio before making any 
serious beginnings in that direction. 

Getting down to specifics, the Board’s staff report speaks of the 
possibility of transferring all of the portfolio except that part which 
is needed for expense income and certain current purposes of policy. 
As previously quoted, the report states: 

The present System portfolio is adequate to permit a substantial reduction 
and still leave enough to provide sufficient earnings to cover necessary expenses, 
as well as for current purposes of policy. 


The amount which will be held back is described as follows: 

Any decrease in requirements, however, should leave the Federal Reserve 
with a portfolio adequate to cover possible future contingencies, such as a large 
inflow of gold or economies in the use of currency that might add reserves in 
excess of appropriate needs. 

In other words, we are being told that the transfer of securities 
should leave what I would judge to be about $3 billion or perhaps 
$4 billion in the Fed’s portfolio in addition to what must be left 
to provide an expense income. As I will indicate, 3 or 4 billion dollars 
appears to be about the amount that would be needed for transferring 
to the banks at a later time, should there be a sudden large inflow 
of gold from foreign countries, or should there be a large reduction in 
the demand for currency in this country. Either a large inflow of 
gold from abroad or a large reduction in use of currency would have 
the same effect in expanding bank reserves. Either event would 
permit an undesired expansion of credit, unless the Federal Reserve 
still has securities which it can sell in order to wash out the new 
reserves, 

In recent years there have been no pronounced changes in the 
proportion of money which people in this country have preferred 
to hold in currency—not since the war years—and no important 





change seems likely—unless general economic trouble develops and 
people become skittish about the banks. In that case a lot of people 
would probably want to keep their money in currency rather than in 
bank deposits, and that would, of course, cause the opposite kind of 
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trouble. Every dollar of currency taken out of the banks draws 
down $1 of the bank’s reserves. So a very slight run on currency 
would put the banks in trouble rather quickly, particularly if their 
required reserves have been reduced to the narrow margin of safety 
contemplated by this legislation. 

As for this country’s net imports or net exports of gold, these have 
‘arely exceeded one-half billion dollars in any one year. However, 
there have been notable execptions. In 1947, there was a net inflow 
of $2.3 billion, and last year, 1958, there was a net outgo of $2.3 
billion. So let’s say that to take care of a possible net inflow of as 
much as $3 billion, the Fed will want to hold back this amount of 
securities to sell tothe banks to cover that eventuality. 

And to have a comfortable income for possible expansion, the Fed 
will probably feel that it will need $150 million. In 1957, Fed’s 
average interest yield on its portfolio was 3.15 percent. At this rate 
it would need to keep about $4.8 billion of securities for expense 
purposes. So in the absence of any specific statement from the Fed- 
eral Reserve authorities as to what the plan is, it seems fair to conclude 
that the Fed will keep about $7.8 billion of its portfolio. In other 
words, we might conclude that the committee is being asked to ap- 
prove the transfer of about $20.7 billion of assets to the private banks. 

Assuming that the portfolio continues to yield to the Fed 3.15 per- 
cent interest, the income on the present portfolio should be $803 mil- 
lion a year. And assuming that the Fed’s expenses amount to $150 
million a year, this will mean a loss of $63 million a year to the tax- 
payers. That seems a pretty big loss to me. 


ARE BANK PROFITS HIGH ENOUGH? 


Now let’s examine the one reason which has been given for this 
legislation. 

The only reason that has been given is that it will— 
improve the earning position of banks and aid them in building up their capital 
positions * * * (Ibid, p. 40.) 

The conclusion that bank profits are not high enough is based on 
the analysis on pages 38 and 39 of the staff report. Here it is shown 
that the net profits of commercial banks, after taxes, amounted to 8.1 
percent of their net worth in the 1937-40 period; 8.1 percent in the 
1946-50 period; 9.2 percent in the 1951-55 period; and 10 percent in 
the 1956-57 period. 

The Board’s staff report points out, however, that the profit rates 
on manufacturing and trade corporations have been even higher. It 
tends to suggest that the rate of bank profits ought to be about the 
same, even though it recognizes that commercial and trade corpora- 
tions are generally subject to greater risks and severer competition 
and that banks are in some degree protected from competition by pub- 
lic regulation with respect to chartering of new banks and the estab- 
lishment of branches. Frankly, a net profit of 10 percent on net 
worth, after taxes, seems on the high side to me for an almost riskless, 
monopoly-protected business such as commercial banking. 

Consider these points: 

First, the Government provides all kinds of props for the commer- 
cial banks and protects them against all but a token of competition. 
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The Comptroller of the Currency will not charter any new national 
bank, until he makes sure that such a bank will not inconvenience any 
already existing banks. 

The Federal Deposit Insurance Corporation will not insure any 
applicant for a State banking charter, until it makes sure that such a 
bank will not seriously inconvenience already existing banks. And 
without FDIC insurance it is useless to try to go into the banking 
business. This is a free country, of course, in such things as farming, 
operating a retail store, or a service business. Anybody is free to go 
into such businesses and take his chances with the rest, but not into 
banking. The Government will not let you or me into the banking 
business unless and except that we are lucky enough to find a situation 
where we will not cause competition with the existing banks. 

The Government insures commercial bank depositors against loss 
and thus channels deposits into the banks. Yet it is the Federal Gov- 
ernment which stands behind this insurance, having given the FDIC 
a cost-free commitment that it may call on the Federal Treasury for 
$3 billion to cover its insurance. And that would not have to go 
through the Appropriations Committee. 

And finally, the Federal Reserve System operates its so-called 
monetary policies with its eyes principally on the welfare of the 
bankers. If the committee needs any proof of this fact, simply take 
a look at the legislation it is considering. Here we have the Federal 
Reserve recommending the transfer of many billions of dollars of 
Government assets over to the private banks for no reason except to 
increase the banks’ profits at the expense of the taxpayers. And the 
record shows that such overwhelming solicitude for the bankers’ 
profits is not limited merely to putting a question to Congress. Look, 
for example, at the fact that last year the Federal Reserve Board 
reduced required reserves of the member banks so as to allow them 
to acquire $10.4 billion of interest-bearing Federal securities at no cost 
to the banks whatever. 

Yes; commercial banking in this country today is a near-riskless 
business. Small business firms in the manufacturing trade and serv- 
ice fields are failing at the rate of about 15,000 per year, but a bank 
failure is something almost unheard of. The FDIC reports only one 
bank failure in 1957 and only two in 1956. 

So, I hope that the committee will look carefully behind the argu- 
ments which have been made for increasing bank profits at the expense 
of the Federal Treasury. 

In the first place, the argument which has been made in the staff 
report seems to me circular and self-defeating. The argument is that 
if bank profits are increased, the stockholders will save more money 
and leave it in the surplus accounts of the banks rather than draw 
it out and pay taxes on it. This is to build up the capital accounts 
of the banks. 

Well, the same argument can be made for more profits and more 
income for everybody. If you earn more, you will save more. 

But beyond that, the argument is to increase the rate of profits, 
and the rate is largely determined by the amount of surplus which 
the stockholders leave in the bank. So, the Fed has set up quite 
a handicap for itself in seeing any increase in bank profits, because 
the more that is put into bank som the more the profit rate tends 
to stay down, even though actual profits are increased. 
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Actual bank profits have gone up steadily in these last few years. 
And they have gone up, furthermore, in periods of business recession 
when the profits of all other businesses went down. 

Member bank profits have risen from $756 million in 1951 to what 
will be more than twice that amount in the present year. Yet these 
profits are not being shared by more banks. They are being shared 
by fewer banks. 

In the high prosperity year of 1957, when money and bond rates 
were highest and the big industrial corporations were all going to the 
banks for expansion capital instead of to the bond market, profits of 
the member beaks: after taxes, were $1.2 billion. Yet in the first 
half of 1958, during the depth of the business recession, member bank 
profits jumped to an annual rate of $1.7 billion. 

So, in deciding whether or not this legislation is justified to increase 
bank profits, the committee should also take into account the fact 
that while bank profits do not increase in boom times as much as 
profit in some of the competitive segments of the economy, neither 
are bank profits allowed to go down very much in recession years. 

I am inserting here, Mr. Chairman, a table covering earnings after 
taxes of all insured commercial banks and member banks, 1951 to 
1958. 

Mr. Brown. That may be done. 

(Table referred to follows :) 


Earnings after taxes of all insured commercial banks and member banks, 
1951 to 1958 














{In millions] 
Insured Member 
Year commercial banks 
banks 
ee nibth wdinlacssmscen dens pap dita ae UO EO a mie athe te eiiee tadtaae ote $908 $756 
ES is Te es Bere | SEP ee eae © eRe LE es Deer) Pee a: See 990 830 
De ii taknG phate adiahian ne PGs aitonenstbbudvapeetak i daitetatikesne aphebelaliaes 1, 026 866 
ERS FEE SS Se ae RS CS oe Lise withe id acc aaie ame Wir allot ia kiisteim tae eds 1, 307 1, 096 
Di iiniecshacaws hake’ sh eet jen alist clan yr i inp aeiepensecoi sagl es en tes eens OPS 1, 156 984 
| ae PMR Le RS 7 ME SS ir Se RIS ARE SAAS he Ua as Rit a 1,217 1, 027 
| == tp Dee Les ete Ab AS spas Sabena os ob aewiingd baad kee ek se ehe cea iaes 1, 374 1, 169 
1958 (1st half—at annual rate). -_--........----.-.----.-- Ee ee a et (‘) 1, 656 





1 Not available. 
Source: Annual reports of the Federal Deposit Insurance Corporation; Federal Reserve bulletins. 


Mr. Parman. As I have said, considering the nature of the business, 
a profit rate of 10 percent on net worth seems to me not only adequate 
but excessive. But, of course, the committee may have a different 
judgment. 
WHY NOT APPROPRIATE THE MONEY? 


If the committee does decide that additional subsidies to the private 
banks are in the public interest, then it would seem more appropriate 
to me in every respect to provide these subsidies through the usual 
channels of appropriations. Asking the Congress to appropriate the 
money would provide a much better basis for considering what bank- 
ing profits ought to be and how much of a subsidy is to be provided. 
In the legislation being proposed both of these questions have been left 
unanswered. The Federal Reserve authorities have not told us what 
level of profits they think the banks ought to have; nor have they told 
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us how much of a subsidy they actually intend to provide with the 
authority they are seeking. ' 

More than that, appropriating the money in the usual way and 
under control of the President’s Budget Bureau should afford an op- 
portunity to develop needed information about other aspects of the 
banks’ profit picture which we do not now have, For example, to 
what extent have the banks been putting excess amounts of income 
into contingency funds and reserves for loss rather than appropri- 
ately counting this income as profit? To what extent have the banks 
wa { the special status they enjoy under the tax laws for building up 
loss credits against future income taxes? As the committee knows, 
when the bond market goes down the banks are permitted under the 
tax law to sell one Government security for another Government se- 
curity of substantially the same type (in fact, the same type) and take 
an ordinary loss for tax purposes, Though, of course, when the bank 
makes its profits on the transaction it pays only the capital gains tax 
on the profit, although it has not held it 24 hours. No 6 months are 

uired. 

urthermore, the chances are that it would cost the Treasury far 
less if the Congress appropriated the amount actually needed each 
year, rather than to turn over the banks’ income-producing assets 
which the banks own in perpetuity. Turning over the assets means 
that the banks will collect the interest from the Treasury in those 
years when they do not need the income in order to earn the profits 
which Congress may think are appropriate. 

If the members of the Board of Governors are at all consistent, they 
will give most vigorous support to the proposition that the subsidy 
under consideration should be appropriated rather than provided by 
the transfer of assets. 

Last year we had up for consideration a bill to encourage the for- 
mation of small business investment companies, so as to provide a 
means whereby small-business concerns might obtain access to long- 
term capital. Part of that proposal was not to give away about $20 
billion of Government-owned assets, but to borrow $120 million from 
the Federal Reserve surplus fund, to get this program going. At that 
time we were privileged to have each member of the Board of Gov- 
ernors before the Small Business Committee, and all of them agreed 
to the need for such a program as was being considered. In truth, 
they almost had to agree, because the Federal Reserve had made a sur- 
vey and obtained some facts which were so overwhelmingly in support 
of the program that it would have been hard not to agree. But at the 
same time, the Board members all said that the method of financing 
was wrong. They made the strongest kind of arguments that Con- 
gress ought to do this sort of thing through regular appropriations, so 
that it could keep proper control over what was being done. 

So I suggest that the committee ought to consider if it would not 
be better for Congress to keep control over what is to be done under 
this legislation. 
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WILL THE REDUCTION IN BANK SAFETY PLACE AN UNDUE BURDEN ON TRADE 
AND COMMERCE? 


Mr. Chairman, the question here is much like the question of whether 
to give a warehouse full of whiskey to a man who is addicted to over- 
doses of alcohol. He may want it very much and lobby for it, but 
giving it to him will make him weaker, not stronger. 

These are optimistic times, however, and it has been so long since 
the last bank panic that most people assume we will never have one 
again. Loans and investments of the member banks are now 10 times 
the amount of money the stockholders have in the banks, including 
surplus and undivided profits. 

Let us consider how small the stockholders’ investment in the 
bank is. All insured commercial banks at the end of 1957 had assets of 
$221.5 billion. In other words, this was the amount of their loans 
and investments, plus, of course, cash. The total capital accounts 
amounted to only $17.1 billion. In other words, 7.1 percent of the 
assets. Total capital accounts includes the paid-in capital, the re- 
serves, the surplus, and the undivided profits. If we take out the 
undivided profits, which can be drawn out pretty readily, we find that 
the stockholders’ money in the banks amounts to only 6.3 percent of 
the assets. 

And as to the actual paid-in capital, the common stock, the stock- 
holders have put in only $5.1 billion against assets of $221.5 billion. 
In other words, in actual stock investments in the banks the stock- 
holders have invested only $2.30 for each $100 of the banks’ assets. 


Insured commercial banks, Dec. 31, 1957 


[Dollar amounts in thousands] 








Amount As percent of 

total assets 
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Source: Annual report of the Federal Deposit Insurance Company. 


So how far can you go in reducing reserve requirements, permitting 
the banks to own less and less, and not have some of the present-day 
slogans thrown at them. 

Now reserves against net demand deposits have come down from 
40 percent in 1940 to 18.8 percent in 1957, and to 17.5 percent in 
1958. And none of us familiar with the background of this legisla- 
tion can doubt that it is intended to bring these reserves down to 
10 percent. 

Our banking authorities are now so much preoccupied with their 
new top of monetary controls that they have forgotten about bank 
safety. In fact, the Board’s staff report discusses the purposes of 
reserve requirements as what it calls a fulcrum for effectuating mone- 
tary policies. The report puts it this way: 

While effectuation of monetary policy was not fully recognized as the purpose 


of reserve requirements when the Federal Reserve System was founded, it may 
now be regarded as the principal purpose. It is the major consideration in 
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determining the level of reserve requirements and may also be considered as 
a factor in establishing differences in requirements for different types of deposits 
and classes of banks (Proposed Legislation for Revision Requirements, Jan. 
29, 1959, p. 18). 


And it says: 


The convertibility—or liquidity and safety—function has gradually come to 
be recognized as of minor significance compared with the credit-limitation 
function of reserve requirements (ibid., p. 25). 

Much of the notion that bank safety is no longer important seems 
to be based on the fact that depositors can now no longer draw out 
ers And this overlooks the point that people may prefer currency, 

olding money, to bank deposits, and drawing out the currency has 
the same effect on bank reserves as drawing out the gold. 

If there ever came a time that the public started feeling shaky 
about the banks and started drawing their deposits out in currency 
to put away in deposit vaults or to put under the mattress, the banks 
would be in trouble. When reserve requirements are down to 10 
percent, a depositor who has $100 on deposit and demands $100 of 
currency will draw down the bank’s reserves by $100 when the bank 
actually has only $10 to cover that deposit. The banks could be 
in trdtble quickly. 

The FDIC insurance is there, of course, but there is only 82 cents 
in the FDIC reserve to cover every $100 of deposits. This is, inci- 
dentally, less than it was the first year of the FDIC’s existence in 
1934. It was higher then than it is now. 

And furthermore, it is only 5 cents higher than it was 10 years 
ago ; 82 cents for every $100 of deposit liability. 

The banks have been unwilling to build up the insurance reserves. 
While they are adequate to take care of individual bank failures in 
prosperous times, I wonder what would happen in a severe business 
recession / 

Of course, it is true that the Federal Reserve has the means, theo- 
retically, of taking care of such situations. It could pour the money 
out. But what the Federal Reserve can do theoretically, and what it 
will actually do, considering the human factors, may be widely dif- 
ferent. When some of the banks get into trouble and are forced to 
liquidate assets, there will be other powerful members of the financial 
community who can profit. by picking up those assets at bargain 
prices; and almost all of the bankers will be of two minds about 
whether it is better for the Fed to pour the money out or to preserve 
the interest rate structure. 

In the recession last year, when the country had 5 million unem- 
ployed and 15,000 firms on Dun & Bradstreet’s list went bankrupt, 
the Fed was unwilling to bring about more than only the slightest 
reductions in private bank lending rates and in bond rates, so why 
should we expect the performance to be much different if we had 10 
million unemployed and 30,000 firms going bankrupt? In other 
words, I am simply emphasizing that in any of these situations the 
pressures from the financial community will be mixed. 

Yet I, too, am optimistic about the future. I do not wish to pre- 
dict that there will be any run on the banks. I am, however, deeply 
concerned about the effects of a low level of required reserves on the 
ability of the bank to meet the proper financing needs of business and 
commerce in the local communities. The Board’s staff report has, to 
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a limited extent, recognized the seriousness of this problem. It recog- 
nizes that there will be a problem in the first place in getting all of 
the banks to accept a transfer of the Government securities from the 
Fed’s portfolio in exact proportion to the amount of reductions made 
in their reserve requirements. ‘The report states: 

Any substantial release of reserves within a short period of time can have 
disturbing effects on credit markets and on the economic system generally. Al- 
though the amount of any such release can be offset by absorption of the same 
amount through Federal Reserve sales of securities, the initial uses that might 
be made of the actual reserves released cannot be controlled. Increased lever- 
age for credit expansion permitted by lower reserve requirements may also 
present problems of adjustment (Proposed Legislation for Revision of Reserve 
Requirements, Jan. 29, 1959, p. 41). 

This can be illustrated by what happened last year when the Fed- 
eral Reserve made available to banks about $14 billion of new reserves 
with which they were supposed to help business. Did they help busi- 
ness? Not at all. They not only did not expand business loans, but 
they actually called $114 billion worth of business loans. They used 
the additional reserves, in that instance, to acquire $10.4 billion of Fed- 
eral securities. 

Now, in the present case, will they invest in Government securi- 
ties? You know there are lots of fine tax-exempt securities floating 
around, and these provide a comparable rate of interest. The banks 
are the principal buyers—I repeat that—the commercial banks are 
the principal buyers of tax-exempt securities issued by the States, 
counties, cities, and political subdivisions. 

So the banks might use this added money-creating power to buy 
up tax-exempt securities. It would be very difficult for us to defend, 
as Congressmen, that we have made it possible for the commercial 
banks to buy these securities without charge, absolutely free, when 
our people are paying interest on those bonds the hard way. Most of 
them by paying interest on what they owe, rather than on what they 
own. ‘To illustrate, under the ad valorem tax system, a veteran who 
has paid 10 percent down on a house renders that property as though 
he owns it, though he owes for 90 percent of it, and he pays taxes on 
100 percent of it. 

Actually, the banks may do anything they please with the new 
money-creating power that is to be given them. But the Board’s 
staff report recognizes that at the lower level of required reserves 
that is proposed the banks must somehow be required to be hereafter 
more liquid than even now. The only answer which the Board’s 
staff report has for this is that the bank supervisory authorities will 
have to develop and enforce higher standards of liquidity. The report 
states : 

If reserve requirements were lower, the quality of other assets would have 
relatively greater significance in appraising the soundness of a bank or its abil- 
ity to meet potential decreases in deposits and reserves. Standards of per- 
formance observed by banks or by supervisory authorities would need to take 
into consideration such a change. (Proposed Legislation for Revision of Re- 
serve Requirements, Jan. 29, 1959, p. 27.) 

So my point is that with the low level of bank reserves and the small 
amount of stockholders’ money in the banks, the bank supervisory 
authorities have already substantially taken the banks out of the bank- 
ing business and put them into the business of holding Government 
securities and other highly liquid assets. 
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_If we do something which will require the banks to invest only in 
highly liquid assets—make them purely Government security hold- 
ers—where is the small businessman to go to meet his banking needs? 
For at least a quarter of a century there has been a practical necessity 
for the Federal Government to maintain some kind of supplemental 
banking facility to meet the small business needs of the country. 
There was the RFC, the Smaller War Plants Corporation, the Small 
Defense Plants Administration, and now the Small Business 
Administration. 

The committee has had an opportunity to look into the Small Busi- 
ness Administration’s loans, and I believe it knows that this agency 
is making loans on the basis of normal commercial banking stand- 
ards. In other words, it is doing a banking business that the local 
banks ought to do and cannot do, because of their present tendency 
to avoid extending any commercial credit which involves the slightest 
degree of risk. 

Where then are the farmers, the small-business people, and even the 
medium-size business firms of this country to find commercial banking 
facilities if required reserves are reduced to the level contemplated by 
this legislation ? 


WILL THE LEGISLATION INCREASE THE TREND TOWARD MONOPOLY IN 
BANKING? 


The result of reducing required reserves to anything like the levels 
contemplated by this legislation will not be merely higher require- 
ments for liquidity in bank assets, with bank examiners going more 
closely over the banks’ loan portfolios and demanding the removal of 
ordinary business loans. And allied result will be more protection 
from competition being supplied by the public banking agencies. 

Thoughtful students of our way of government have long been 
making the observation that one of the strongest of the natural laws 
seems to be that agencies created to regulate an industry in the public 
interest quickly become regulators for the benefit of the regulated. 
Every time we create a Federal agency with powers to limit com- 
petition in an industry, the result is less and less competition and more 
and more solicitude for the profits of the vested interests. We are 
confronted here with the classic case. The bank business grows, but 
the country has fewer banks. Since 1920 the gross national product 
of the country has increased from $92 billion to $438 billion, yet the 
number of banks has gone down from 29,000 to 13,500. 

Since 1940 alone the gross national produce has increased more than 
fourfold. Demand deposits in commercial banks have gone up from 
$65 billion to $214 billion. But we have 1,000 less banks in the coun- 
try than in 1940. The number of banks goes down every year. In 
1957 there were 13,568 ; last year there were only 13,502. 

In 1920, the Federal Reserve System had 9,600 member banks. By 
last year these had gone down to 6,300. The number goes down every 
year. 

What happens is that the Federal authorities cannot seem to resist 
bank mergers, so the banks keep merging. On the other hand, the 
banking agencies do resist allowing new banks to be created. 
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And, as banks become fewer, more harmony and more uniformity 
seem to develop among all segments of the financial community as to 
policies affecting the public interest. 

Many of our smaller towns today have no banks at all. May I sug- 
gest that if the committee dec ides that $20 billion worth of Govern- 
ment -owned assets should be taken out of the Federal Reserve System 
and given away, this $20 billion would go a long way toward helping 
new banks become organized i in the small towns that have no banks. 


HOW WILL THE MONEY-CREATING POWERS BE REDISTRIBUTED AMONG THE 
PRIVATE BANKS? 


Mr. Chairman, I come now to the other aspect of the proposal in- 
volved in this legislation. This is the authority being requested to 
rearrange reserve requirements among the member banks. 

When the present minimum and maximum reserve requirements 
were specified in the law passed in 1935, the differences established for 
the different classes of banks provided a pretty good rule of thumb 
arrangement with reference to the actual factors which appropriately 
should determine differences in levels of required reserves. This 
system is admitted to bea pretty good one today. 

At the same time, however, it is admitted that improvements can 
be made. Experts on banking matters, particularly in the universities, 
for many years have been pointing out how better systems could be 
designed to remove some of the inequities which individual banks 
meet under the present system. The criteria for a new system are 
pretty well agreed upon, and they are well known. As for my part, 
I would welcome a more scientific system than we now have. 

But in this legislation the Federal Reserve authorities have not 
proposed a more scientific system. They have proposed a who-knows- 
what system. And what they have proposed for readjusting reserve 
requirements as among the banks is jumbled in a package with 
proposal for drastically reducing the whole level of reserve require- 
ments and transferring the Federal Reserve’s assets to the private 
banks. 

As we all know, the American Bankers Association submitted its 
plan for reforming the reserve system to the Federal Reserve Board 
in 1957, This is the plan which is to reduce required reserves for all 
classes of banks down to 10 percent. The plan also calls for drasti- 
cally narrowing, by law, the range within which the Board could set 
reserves. It would specify by law no less than 8 percent of demand 
deposits and no more than 12 percent. In other words, reserve 
requirements for no class of bank could ever be raised above 12 
percent. This is, of course, the plan for which the bankers have been 
making a concerted campaign. 

Last. year Chairman Martin told a subcommittee of the Senate 
Committee on Banking and Currency that he had not proposed reform 
legislation because the bankers had not agreed among themselves 
precisely what it is they want. When a question was raised about 
this with him, he said: 


We would probably be better off if we made only major adjustments in 
reserve requirements. But first, we need to arrive at some better system of 
reserve requirements than we have at the present time. That has been a most 
difficult thing for us to achieve because of the disagreement between bankers, 
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which represent, I am sure, honest differences of view. (U.S. Senate, Committee 
on Banking and Currency, Subcommittee, hearings, Federal Reserve Monetary 
Policies, 85th Cong., 2d sess. (1958), p. 8.) 

Frankly, I have been unaware that there was any serious disagree- 
ment among the bankers over the division of the spoils. 

Furthermore, the new legal authorities which the Federal Reserve 
is recommending appear remarkably like the plan of the American 
Bankers Association. At page 10 of the Board’s staff report, it is 
stated that the American Bankers Association plan has been con- 
sidered and that the Board has concluded not that it is bad, but only 
that it is not necessary. Thestatement is: 

The Board has given consideration to the careful and comprehensive study 
of the problem of reserve requirements and the proposals for changes made 
by the Economic Policy Commission of the American Bankers Association and 
also to other plans for fundamental revisions in the reserve requirement struc- 
ture. The Board has concluded, however, that far-reaching changes in the law 
are not necessary. In particular the Board should not be under a mandate to 
reach some particular level of requirements at any time in the future. With 
the amendments proposed, along with other provisions of existing law, the 
Board would have adequate authority to make any changes in the structure 
and level of reserve requirements that are likely to be appropriate under present 
or foreseeable conditions. (“Proposed Legislation for Revision of Reserve Re- 


quirements,” prepared by the staff of the Board of Governors of the Federal 
Reserve System, Jan. 29, 1959, pp. 10 and 11.) 


That statement is pointing out that under this legislation the Board 
will have authority to do what the bankers’ plan calls for, though 
this Board, and no future Board would have its hands tied against 
raising reserve requirements—except in the case of New York and 
Chicago banks. 

The first part of this “reform” proposal, in the order of its presenta- 
tion, is to allow the banks to count their vault cash as reserves. And 
it has been elaborately pointed out that the country banks have a 
much higher percentage of vault cash relative to reserves than do the 
other classes of banks, suggesting that the country banks will bene- 
fit more from this legislation than the other classes of banks. And, 
of course, this manner of presentation has a great deal of appeal to 
those of us who are particularly desirous of strengthening the smaller 
banks, and especially the smalltown banks. The argument ultimately 
follows, however, that the differentials now existing must be narrowed 
and, therefore, since the Fed is going to be authorized to permit vault 
cash to be counted against reserves, a higher reduction in the legal 
requirements for the New York and Chicago banks must be provided. 

Actually. the Federal Reserve has not indicated to what extent 
it expects to allow vault cash to be counted, if any. 

It has shown us, in its staff report, that the country banks have a 
higher percentage of vault cash than the other classes of banks, but 
it has not shown us whether the particular banks that have the cash 
also have excess reserves. 

And finally, this idea of counting vault cash as reserves goes back 
to a system that was tried, found unworkable, and taken out of the 
law in 1917. It is not clear to me how the Federal Reserve intends 
to police vault cash, unless it is to keep an inspector at every bank 
every day. It might just as well try to take a mortgage on the fish 
in the sea. 

Now, isn’t this an interesting thing? Most of our States have hard 
and fast laws which prohibit bankers from accepting as collateral or 
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security or accepting a mortgage on goods that are daily exposed to 
sale. 

For example, a retail grocer with canned goods, cheese, and flour 
and other groceries on his shelves, all daily exposed to sale, could not 
obtain a loan on security of these groceries. And one of the reasons 
for the certainty of these laws is that no sound banker would even 
consider making a loan secured by goods daily exposed to sale. 

Yet in this case the bankers are asking the Government to accept 
cash as security against a most sacred obligation—namely, their re- 
serves—cash which moves in and out of their windows hourly and 
even by the minute and second. 

The next part of the proposal is that the Board be given discre- 
tionary authority to reclassify any or all banks in New York and 
Chicago either as a Reserve city bank or as a country bank; and to 
reclassify any and all banks in the Reserve cities as country banks. 
We are given no hint as to what the Board actually intends to do 
with such a broad and loose authority as that. There is discussion, 
of course, in the Board’s staff report as to the criteria that should 
be considered; but what weight will be given to the various criteria, 
if any, is not specified. : 

Furthermore, this part of the bill would permit the Board to 
reclassify individual banks without promulgating general regulations. 
It seems to me extremely dangerous to extend any authority to the 
Federal Reserve to negotiate with individual banks on matters affect- 
ing such a large self-interest of the bank. We ought to try to preserve 
the mavericks in the banking system. We ought not to encourage 
the kind of situation where the big financial powers, or even a ma- 
jority of the banking community, can bring pressures to have all of 
the banks fall in line with their policy and programs. 

The only thing certain about this legislation is that required re- 
serves of the New York and Chicago banks would be brought down 
and the Board would have its hands tied with a new low maximum 
at. which it can set required reserves for these banks. Does that pro- 
tect us adequately against inflation ? 

Let me call the committee’s attention particularly to this statement 
from page 60 of the Board’s staff report: 

The proposal that the requirement limits for central Reserve city banks be 
lowered from the existing range of 13 to 26 percent to a range of 10 to 20 
percent is designed to place a lower maximum on the amount of reserves that 
any bank may be required to hold and aiso to give legislative sanction to a 
narrowing of differentials in requirements as between classes of banks. (‘Pro- 
posed Legislation for Revision of Reserve Requirements,” prepared by the staff 
of the Board of Governors of the Federal Reserve System, Jan. 29, 1959, p. 60.) 

What is the purpose of this proposal? Let me read part of that 
sentence again. It is— 


designed to place a lower maximum on the amount of reserves that any bank 
may be required to hold and also to give legislative sanction to a narrowing 
of differentials in requirements as between classes of banks. 
Now isn’t it rather strange that the Board is proposing to tie its own 
hands by reducing the legal maximum of the New York and Chicago 
banks from 26 to 20 percent, and also tie the hands of any future 
Board ? 

It was only in 1951 that the Board thought 24 percent was the 
right reserve requirement for these banks, because that was what its 
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regulation required. And it was only in 1953 that it thought 22 
percent was the right requirement. What is this influence which the 
bankers now have which they think they may be about to lose? 

On the basis of all of the accepted standards and criteria, the facts 
are that required reserves of the New York and Chicago banks should 
be raised relative to the country banks, now lowered. 

What are the criteria ? 

The Board’s staff report places the first emphasis on interbank de- 
posits. I would not necessarily agree that this is first in importance, 
but let us consider the question on the Board’s own terms. Since 
1935, the year when the present law was passed, interbank deposits 
held by the country banks have gone down from 46.2 percent of re- 
serves to 26.2 percent last year. In contrast, the interbank deposits 
held by the New York and Chicago banks increased from 104 percent 
in 1935 to 135 percent last year. In other words, on the basis of the 
criteria, reserve requirements of the New York and Chicago banks 
should be raised, not lowered. 

Next there is a question of the turnover of demand deposits. This, 
certainly, is a prime factor in determining what a bank’s required 
reserves ought to be. A high turnover of demand deposits requires 
a high percentage of reserves for the same reason that time deposits 
are safe on an extremely low percentage of reserves. The greater the 
activity against deposits, the greater the likelihood that the bank will 
be in trouble. And the Board’s staff report also makes the point that 
a high turnover of deposits makes a relatively higher contribution to 
the money supply, and ought to require higher reserves for that 
reason. 

So, what is the record ? 

In 1945, demand deposits in New York City banks turned over 24 
times a year. That rate had more than doubled by last year, when 
the turnover was 54 times a year. 

At 337 other reporting centers, which include some Reserve city 
banks as well as country banks, the turnover rate was 14 times in 1945, 
and this had increased to only 23 times by last year. In other words, 
there has been a terrific widening of the turnover rate, with New York 
City banks going up relative to the other banks. 

Then comes another question. This is the ability of the banks to 
operate close to their reserve requirements. As the Board’s staff re- 
port puts it: 

Also, the larger banks can afford to keep a closer control on the amounts of 
their reserve balances, in relation to their requirements, and it is feasible for 
them to lend out any excess reserves through central money markets. so that 
the amount of their funds tied up in non-interest-earning reserves or other 
assets need to be little if any larger than their legal requirements. Banks more 
remotely located or otherwise not able to operate effectively in money markets 
find it necessary to hold relatively larger proportions of their assets as excess 
reserves or balances with correspondents on which they obtain no earnings. 
(“Proposed Legislation for Revision of Reserve Requirements,” prepared by the 
staff of the Board of Governors of the Federal Reserve System, Jan. 29, 1959, 
p. 62.) 

In other words, the country banks and many of the Reserve city 
banks necessarily suffer from some nonuse of their reserves. They 
cannot stay invested and lent out right up to the margin of their re- 
quired reserves. Yet within the last few years the so-called Federal 
funds market has developed in which the banks at the financial 
centers can borrow reserves from one another on a day-to-day basis. 
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Their attrition, or nonuse, of excess reserves has disappeared. But 
other banks still have to carry, as a practical matter, a considerable 
percentage of excess reserves. 

Finally, there is the age-old question of how much money stock- 
holders have in the bank. As of the end of February, total capital 
accounts of the New York and Chicago banks amounted to 81 percent 
of their reserves; in Reserve city banks, total capital accounts 
amounted to 75 percent of reserves; and in the country banks the 
stockholders’ money equaled 100 percent of the reserves. 

In short, this proposal of reducing required reserves of the New 
York and Chicago banks to make them more equal with the other 
banks is wrong unless all banking experience and all previous legis- 
lative experience on this subject have been useless. 

In summary, Mr. Chairman, this is very dangerous legislation and 
I hope that the committee will continue to proceed with it with great 
caution. 

I appreciate the opportunity more than I can tell you, Mr. Chair- 
man, of presenting the statement which I have just presented which 
was carefully prepared. I will insert herewith the tables in support 
of the arguments that I have presented. In addition I would like to 
present a chart that was prepared by the Federal Reserve on turnover 
of demand deposits. I think it is important in view of this situation. 

Mr. Brown. They may be inserted in the record. 

(The complete statement of Hon. Wright Patman and the tables 
and chart referred to follow :) 


STATEMENT OF REPRESENTATIVE WRIGHT PATMAN, DEMOCRAT, OF TEXAS, ON H.R. 
5237 To LOWER RESERVE REQUIREMENTS OF MEMBER BANKS OF THE FEDERAL 
RESERVE SYSTEM 


Mr. Chairman, I appreciate the fact that you took every precaution to make 
sure the provisions of this bill were being seriously urged by the Federal Re- 
serve authorities before you brought them forward for examination and con- 
sideration by the committee. Please let me urge that you continue to exercise 
great caution in considering these proposals. 

The proposal which the subcommittee is considering is in two parts: 

First. The proposal to transfer ownership of up to about $25 billion of 
Government assets to the private banks. 

Second. The proposal to give the Federal Reserve Board broad new dis- 
cretionary authorities for redistributing the money-issuing powers among 
the private banks. 

Taking the question of transferring the assets first, I would like to call at- 
tention to some facts and estimates which I believe will help the committee in 
deciding these essential questions: 

(1) How much will it cost. the Federal Treasury? 

(2) Are bank profits already adequate? 

(3) Would it be better to provide the subsidies by yearly appropria- 
tions, subject to the President’s budget control, rather than to transfer 
assets which will provide a continuing subsidy without either budget or 
congressional control? 

(4) Will the reduction in bank safety, and the higher standards of bank 
liquidity which are hoped for, place an undue burden on trade and com- 
merce? 

(5) Will the additional monopoly protection that must be provided foster 
a monopolization of banking? 


PRESENT LAW PERMITS THE BANKS TO CREATE MORE MONEY THAN WILL BE NEEDED 
FOR THE COUNTRY’S ECONOMIC GROWTH 


First, however, let me dispose of any doubt that the new authority being re- 
quested for reducing required reserves is needed to provide for future growth in 
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the money supply. While it is clear that the proposal for transferring up to $25 
billion of assets to the banks necessarily involves reducing the required reserves 
of the member banks sufficiently to allow them to legally accept these assets, 
discussions of this legislation have become confused with the question of future 
growth in the money supply. 

For example, the first 35 pages or so of the lengthy report which the Board of 
Governors has sent to the committee; that, is the Board’s staff report on this 
legislation (“Proposed Legislation for Revision of Reserve Requirements,” pre- 
pared by the staff of the Board of Governors of the Federal Reserve System, 
Jan. 29, 1959) discusses the proposal for the general reduction in required re- 
serves and these pages examine a number of propositions which might support 
the legislation, including the need to provide for future growth. And mostly, I 
might add, this report is devoted to the Fed’s preoccupation with monetary 
controls to the exclusion of almost everything else. Yet the report does outline 
the methods for estimating what the needs of monetary growth might be and 
it supplies the pertinent data, though it stops short of comparing the relevant 
data. This could leave the impression that the authorities being requested for 
reducing required reserves might somehow be related to expected needs for 
growth in the supply of money and credit, along with the expected growth of 
the economy. 

However, the committee should take particular note of the staff report’s “‘con- 
clusions” which are set out on pages 40 and 41 of the report. After discussing the 
matter at length, the staff report does not conelude that there is any justification 
for the legislation in the need for permitting a growth in the money supply. 
One reason, and only one reason, is finally reached in support of the legislation : 
the reason is that it will assure the private banks more profits and aid them 
in building up their surplus accounts. 

No claim is made that the legislation is needed to provide for an increase in 
the money supply, because when you consider what is available under the Fed’s 
present legal authorities, it becomes obvious that this purpose could play no part 
in the legislation. 

The staff report makes it clear that the Federal Reserve authorities do not in- 
tend to permit the money supply to increase more than 3 percent a year, which 
is what we already know. The report states that 3 percent is the average yearly 
increase over the last decade (by my computations the average yearly growth 
ever the past 10 years has been 2% percent, but the difference is not significant 
for this discussion), which is, of course, about the same rate at which the 
economy has been growing. 

Yet the fact is that on the basis of the country’s monetary gold stock of $20.6 
billion, the Federal Reserve already has authority in existence now to provide 
an increase in the money supply of $386 billion. The total money supply at the 
end of December was $138 billion, so at a growth rate of 3 percent a year the 
present law will take the country’s needs for monetary growth well into the 
next century, and into outer space, too. And this will be true even if, contrary 
to all expectations, the Treasury is unable to add to its gold stock. Table 1, 
which is appended to this statement, supplies the computations on these ques- 
tions, if the committee should wish to check them out. 


WHY THE FED’S PRESENT AUTHORITY IS NOT BEING USED 


Now the essential point to keep in mind in considering the problem before the 
committee is this: The all-controlling decision to which all other important 
decisions have to be adjusted is the money supply, give or take possibly 5 per- 
cent. This is true in all of these campaigns started by the bankers for redis- 
tributing the wealth or grabbing off a bigger piece of a pie that is yet to come. 
Monetary policy comes first, and all attempts to redistribute the wealth must 
be made within the framework of a predetermined supply of money. 

The Federal Reserve is obviously not going to permit the money supply to 
expand to the point where there is‘a serious erosion of the interest-rate struc- 
ture and perhaps even a monetary inflation of commodity prices. On the other 
hand, it is not going to squeeze the money supply down to the point where say 
10 or 15 percent of the labor force is unemployed and there is a serious loss of 
big business profits, a drying up of demand for bank loans, ete. It is going to 
keep money at what it calls moderately tight, with a fair number of the banks in 
debt to the Federal Reserve banks and paying a discount rate which tends to 
maintain a generally high structure of interest rates throughout the financial 
system. 
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So while the Federal Reserve could now give the private banks up to about 
$35 billion more reserves by buying Governmet securities in the open market, 
this would only loosen credit and do nothing toward transferring over to these 
banks the securities which have been bought and paid for with the public’s 
money. 

Furthermore, the Board’s regulations have not reduced required reserves 
of the banks to anything like the minimums permitted by the present law. So 
if the Board wishes to bow completely to the bankers’ objections to the Fed’s 
using any of its own money-creating powers, the Board still has unused author- 
ity for reducing required reserves of all classes of banks. In fact, it has au- 
thority to make available another $5.4 billion of reserves to the banks in this 
way. And this $5.4 billion would permit the banks to create new bank money 
at the rate of $10 for each $1 of reserves. Even if it is assumed that the de- 
mand for currency expands in proportion to the expansion of bank deposits, the 
expansion ratio would be $8.65 to $1, so we see that this unused authority alone 
will provide for an expansion of the money supply at a compound rate of 3 per- 
cent a year over the next 11 years. 

And I might add that the money supply at that time would require only $12 
billion of gold. So it is also clear that the authority for further reducing re- 
quired reserves is not being requested by reason of any fear that this country’s 
present gold stock of $20.6 billion will fluctuate by about $1 billion from year 
to year. 

How is it then that the bankers and the Federal Reserve authorities are ask- 
ing that the Fed be authorized to reduce required reserves below the present 
legal minimums, when required reserves can be reduced by another $5.4 billion 
under present law? How is this so when a reduction of only one-half billion 
dollars would, as these people well know, permit a 3-percent expansion of the 
money supply? 

The point is, of course, that the transfer of Government assets which is 
being proposed will sop up the reduction in required reserves which is also being 
proposed—$1 of reserves for each $1 of assets transferred. So, in order to 
transfer these assets without distorting the money supply, the banks must be 
given $1 of new reserves for each dollar’s worth of assets that are to be trans- 
ferred to them from the Federal Reserve's portfolio. 

Giving the banks $5.4 billion of reserves would permit transferring to them 
only $5.4 billion of public assets. Transferring ownership of $25 billion of 
public assets will require giving the banks $25 billion of reserves. So the 
mechanics of this proposed transfer are a kind of “wash sale.” The private 
banks will end up owning $25 billion of interest-bearing securities which are now 
owned by the public, with no change in the supply of bank credit. 

The main conclusion reached in the Federal Reserve staff report (at p. 40) is 
that solely from the standpoint of the Fed’s being able to maintain monetary 
controls, “reserve requirements of member banks do not need to be as high as 
they have been in recent years.” And the next sentence is: “A lower level of 
requirements would improve the earning position of banks and aid them in 
building up their capital positions * * *.”’ But the report also makes it clear 
that this proposal for aiding the private banks which the committee is being 
asked to approve will require giving the banks the interest-bearing securities 
which are now publicly owned, because this is the only way that required 
reserves can be reduced without inflating the money supply. The report states: 

“To the extent necessary to avoid undue credit expansion, reserves released 
by any reduction in requirements could be absorbed by Federal Reserve sales 
of securities in the market. This would in effect shift earning assets from 
Federal Reserve banks to member banks. The present System portfolio is ade- 
quate to permit a substantial reduction and still leave enough to provide suffi- 
cient earnings to cover necessary expenses, as well as for current purposes of 
policy.” 

What then are the questions to be considered? 


HOW MUCH WILL IT COST THE TAXPAYERS ? 


First, let us consider how much this proposal will cost the Federal Treasury. 
Interest payments on the Federal Reserve’s portfolio of securities provide 
substantially all of the System’s income. These are all U.S. Government securi- 
ties, most of which were acquired in the World War II period. And I might add 
that they were bought and paid for the hard way. They were not bought 
directly from the Treasury. On the contrary, they were bought by the System’s 
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Open Market Committee, which means that the Fed first waited until the securi- 
ties were sold to the banks or to other investors, and nonbank dealers, then it 
bought them in through the 16 open-market dealers who are expected to take 
another profit or commission on these transactions. 

This interest income goes first to meet the expenses of the Federal Reserve 
System, most of which are incurred in providing free services to the private 
banks, such as clearing checks for them. But the annual income is much greater 
than the expenses, and the remainder goes back to the Federal Treasury. 

In recent years, the Fed has been holding back 10 percent of the unused in- 
come, and putting this in its surplus fund, as the present law permits it to do. 
The act establishing the Federal Deposit Insurance Corporation transferred 
funds from the Fed’s surplus account to provide the initial reserve against FDIC 
Insurance, and the Federal Reserve Act was amended with respect to the return 
of the Fed’s unused income, so as to allow it to build its surplus account back up 
again. There is no conceivable expense for which this surplus fund might be 
used, however, so it must eventually come back to the Treasury too. 

To illustrate the income and expenses of the System let us turn to the year 
1957, which is the latest year for which a report is available. 

In that year the Federal Reserve System received an income of $763.3 million, 
of which $735.4 million was in interest payments from the Treasury on the Fed’s 
portfolio of Government securities. In other words, only $27.9 million of gross 
income was earned on all the System’s operations, such as in making loans and 
discounts. 

Against this income the System’s net expenses amounted to $131.8 million. 
It had, in addition, $19.3 million of expenses for services performed for other 
Federal agencies, but these were reimbursed. In other words, the Fed charges 
other Federal agencies for any and all services it may perform for them; only 
its services to the private banks are free. 

Income less operating expenses gave the System a net income of $631.5 million 
in 1957, which it disposed of as follows: $7.1 million of net deductions were made 
for such things as employees’ retirement fund ; $20.1 million in interest was paid 
to the private banks on their so-called stock investment in the System; $61.6 
million was put into the Fed’s surplus fund; and $542.7 million was turned back 
to the Treasury. 

In other words, this $542.7 million which was returned to the Treasury is 
money which would have had to come out of the taxpayers’ pockets if the private 
banks had then had possession of all the Fed’s portfolio of securities which 
were not needed to produce income which would just cover the Fed’s expenses 
and contributions to its surplus reserve. 

At the end of March the securities in the Federal Reserve’s portfolio amounted 
to $25.5 billion. However, we cannot be sure how much of this it is planned to 
transfer to the private banks. Neither the Federal Reserve authorities nor the 
spokesmen for the bankers have told us. It is probable that they are not quite 
sure themselves. At some places the Board’s staff report speaks of holding some 
part of the portfolio back for “contingencies.” But it is probable that every 
group of people who come forward with a plan to open up the public purse for 
a general grab, feel they are all going to exercise restraint and not grab every- 
thing in sight. And good intentions in advance can be quite different from what 
happens after the grabbing starts. 

Evidentally it is planned to transfer considerably more than $5.4 billion, 
because, as has been indicated, that amount could be transferred under existing 
law. And it is apparent that the Federal Reserve authorities have thought it 
best to await congressional action on this proposed authority to transfer all of 
the portfolio before making any serious beginnings in that direction. 

Getting down to specifics, the Board’s staff report speaks of the possibility of 
transferring all of the portfolio except that part which is needed for expense 
income and certain “current purposes of policy.” As previously quoted, the 
report states: 

“The present System portfolio is adequate to permit a substantial reduction 
and still leave enough to provide sufficient earnings to cover necessary expenses, 
as well as for current purposes of policy.” 

The amount which will be held back is described as follows: 

“Any decrease in requirements, however, should leave the Federal Reserve 
with a portfolio adequate to cover possible future contingencies, such as a 
large inflow of gold or economies in the use of currency that might add reserves 
in excess of appropriate needs.” 
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In other words, we are being told that the transfer of securities should leave 
what I would judge to be about $3 billion or perhaps $4 billion in the Fed’s 
portfolio in addition to what must be left to provide an expense income. As I 
will indicate, $3 or $4 billion appears to be about the amount that would be 
needed for transferring to the banks at a later time, should there be a sudden 
large inflow of gold from foreign countries, or should there be a large reduc- 
tion in the demand for currency in this country. Hither a large inflow of gold 
from abroad or a large reduction in use of currency would have the same effect 
in expanding bank reserves. Either event would permit an undesired expansion 
of credit, unless the Federal Reserve still has securities which it can “sell” in 
order to wash out the new reserves. 

In recent years there have been no pronounced changes in the proportion of 
money which people in this country have preferred to hold in currency—not 
since the war years—and no important change seems likely—unless general 
economic trouble develops and people become skittish about the banks. In 
that case a lot of people would probably want to keep their money in currency 
rather than in bank deposits, and that would, of course, cause the opposite 
kind of trouble. Every dollar of currency taken out of the banks draws down 
$1 of the bank’s reserves. So a very slight run on currency would put the banks 
in trouble rather quickly, particularly if their required reserves have been re- 
duced to the narrow margin of safety contemplated by this legislation. 

As for this country’s net imports or net exports of gold, these have rarely 
exceeded one-half billion dollars in any one year. However, there have been 
notable exceptions. In 1947, there was a net inflow of $2.3 billion, and last 
year, 1958, there was a net outgo of $2.3 billion. So let’s say that to take care 
of a possible net inflow of as much as $3 billion, the Fed will want to hold 
back this amount of securities to sell to the banks to cover that eventuality. 

And to have a comfortable income for possible expansion, the Fed will prob- 
ably feel that it will need $150 million. In 1957, Fed’s average interest yield on 
its portfolio was 3.15 percent. So at this rate it would need to keep about $4.8 
billion of securities for expense purposes. So, in the absence of any specific 
statement from the Federal Reserve authorities as to what the plan is, it 
seems fair to conclude that the Fed will keep about $7.8 billion of its portfolio. 
In other words, what the committee is being asked to approve is the transfer 
of about $20.7 billion of assets to the private banks. 

Assuming that the portfolio continues to yield to the Fed 3.15 percent in- 
terest, the income on the present portfolio should be $803 million a year. And 
assuming that the Fed’s expenses amount to $150 million a year, this will mean 
a loss of $653 million a year to the taxpayers. That seems to’ me a pretty big 
loss. 

ARE BANK PROFITS HIGH PNOUGH ? 


Now let’s examine the one reason which has been given for this legislation. 

The only reason that has been given is that it will “improve the earning posi- 
tion of banks and aid them in building up their capital positions * * *” (ibid., p. 
40). The conclusion that bank profits are not high enough is based on the 
analysis on pages 38 and 39 of the staff report. Here it is shown that the net 
profits of commercial banks, after taxes, amounted to 8.1 percent of their net 
worth in the 1937—40 period ; 8.1 percent in the 1946-50 period ; 9.2 percent in the 
1951-55 period ; and 10 percent in the 1956—57 period. 

The staff report points out, however, that the profit rates on manufacturing 
and trade corporations have been even higher. They tend to suggest that the 
rate of bank profits ought to be about the same, even though it recognizes that 
commercial and trade corporations are generally subject to greater risks and 
severer competition and that banks are in some degree protected from competi- 
tion by public regulation with respect to chartering of new banks and the estab- 
lishment of branches. Frankly, a net profit of 10 percent on net worth, after 
taxes, seems on the high side to me for an almost riskless, monopoly protected 
business such as commercial banking. 

Consider these points : 

First, the Government provides all kinds of props for the commercial banks 
and protects them against all but a token competition. 

The Comptroller of the Currency will not charter any new national bank, until 
= — sure that such a bank will not inconvenience any already existing 

anks. 
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The Federal Deposit Insurance Corporation will not insure any applicant for 
a State banking charter, until it makes sure that such a bank will not seriously 
inconvenience already existing banks. And without FDIC insurance it is useless 
to try to go into the banking business. This is a free country, of course, in such 
things as farming, operating a retail store or a service business. Anybody is free 
to go into such businesses and take his chances with the rest, but not into bank- 
ing. The Government will not let you or me into the banking business unless and 
except that we are lucky enough to find a situation where we will not cause com- 
petition to the existing banks. 

The Government insures commercial bank depositors against loss and thus 
channels deposits into the banks. Yet it is the Federal Government which stands 
behind this insurance, having given the FDIC a cost-free commitment that it 
may call on the Federal Treasury for $3 billion to cover its insurance. 

And finally, the Federal Reserve System operates its so-called monetary poli- 
cies with its eyes principally on the welfare of the bankers. If the committee 
needs any proof of this fact, simply take a look at the legislation it is considering. 
Here we have the Federal Reserve recommending the transfer of many billions 
of dollars of Government assets over to the private banks for no reason except 
to increase the banks’ profits at the expense of the taxpayers. And the record 
shows that such overwhelming solicitude for the bankers’ profits is not limited 
merely to putting a question to Congress. Look, for example, at the fact that 
last year the Federal Reserve Board reduced required reserves of the member 
banks so as to allow them to acquire $10.4 billion of interest-bearing Federal 
securities at no cost to the banks whatever. 

Yes, commercial banking in this country today is a near-riskless business. 
Small business firms in the manufacturing trade and service fields are failing 
at the rate of about 15,000 per year, but a bank failure is something almost un- 
heard of. The FDIC reports only one bank failure in 1957 and only two in 1956. 

So I hope that the committee will look carefully behind the arguments which 
have been made for increasing bank profits at the expense of the Federal 
Treasury. 

In the first place, the argument which has been made in the staff report seems 
to me circular and self-defeating. The argument is that if bank profits are in- 
creased the stockholders will save more money and leave it in the surplus ac- 
counts of the banks rather than drawing it out and paying taxes on it. This is 
to build up the capital accounts of the banks. 

Well, the same argument can be made for more profits and more income for 
everybody. If you earn more, you will save more. 

But beyond that, the argument is to increase the rate of profits, and the rate 
is largely determined by the amount of surplus which the stockholders leave in 
the bank. So, the Federal Reserve has set up quite a handicap for itself in 
seeing any increase in bank profits, because the more that is put into bank sur- 
plus, the more the profit rate tends to stay down, even though actual profits are 
increased. 

Actual bank profits have gone up steadily in these last few years. And they 
have gone up, furthermore, in periods of business recession when the profits of 
all other businesses went down. 

Member banks profits have risen from $756 million in 1951 to what will be more 
than twice that amount in the present year. Yet these profits are not being 
shared by more banks. They are being shared by fewer banks. 

In the high prosperity year of 1957, when money and bond rates were highest 
and the big industrial corporations were all going to the banks for expansion 
capital instead of to the bond market, profits of the member bank, after taxes, 
were $1.2 billion. Yet in the first half of 1958, during the depth of the business 
recession, member banks profits jumped to an annual rate of $1.7 billion. 

So, in deciding whether or not this legislation is justified to increase bank 
profits, the committee should also take into account the fact that while bank 
profits do not increase in boom times as much as profits in some of the com- 
petitive segments of the economy, neither are bank profits allowed to go down 
very much in recession years. 

As I have said, considering the nature of the business, a profit rate of 10 per- 
cent on net worth seems to me not only adequate but excessive. But, of course, 
the committee may bave a different judgment. 
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WHY NOT APPROPRIATE THE MONEY? 


If the committee does decide that additional subsidies to the private banks are 
in the public interest, then it would seem more appropriate to me in every 
respect to provide these subsidies through the usual channels of appropriations. 
Asking the Congress to appropriate the money would provide a much better 
basis for considering what banking profits ought to be and how much of a sub- 
sidy is to be provided. In the legislation being proposed both of these questions 
have been left unanswered. The Federal Reserve authorities have not told us 
what level of profits they think the banks ought to have; nor have they told 
us how much of a subsidy they actually intend to provide with the authority they 
are seeking. 

More than that, appropriating the money in the usual way and under con- 
trol of the President’s Budget Bureau should afford an opportunity to develop 
needed information about other aspects of the banks’ profit picture which we 
do not now have. For example, to what extent have the banks been putting 
excess amounts of income into contingency funds and “reserves for loss” rather 
than appropriately counting this income as profit? To what extent have the 
banks used the special status they enjoy under the tax laws for building up loss 
credits against future income taxes? As the committee knows, when the bond 
market goes down the banks are permitted under the tax law to sell one Govern- 
ment security for another Government security of substantially the same type 
(in fact, the same type) and take an ordinary loss for tax purposes. Though, 
of course, when the bank makes its profit on the transaction it pays only the 
capital gains tax on the profit. 

Furthermore, the chances are that it would cost the Treasury far less if the 
Congress appropriated the amount actually needed each year, rather than to 
turn over to the banks income-producing assets which the banks will own in 
perpetuity. Turning over the assets means that the banks will collect the interest 
from the Treasury in those years when they do not need the income in order to 
earn the profits which Congress may think are appropriate. 

If the members of the Board of Governors are at all consistent, they will give 
most vigorous support to the proposition that the subsidy under consideration 
should be appropriated rather than provided by the transfer of assets. 

Last year we had up for consideration a bill to encourage the formation of 
small business investment companies, so as to provide a means whereby small- 
business concerns might obtain access to long-term capital. Part of that pro- 
posal was not to give away about $20 billion of Government-owned assets, but to 
borrow $120 million from the Federal Reserve surplus fund, to get this program 
going. At that time we were privileged to have each member of the Board of 
Governors before the Small Business Committee, and all of them agreed to the 
need for such a program as was being considered. In truth, they almost had to 
agree, because the Federal Reserve had made a survey and obtained some facts 
which were so overwhelmingly in support of the program that it would have 
been hard not to agree. But at the same time, the Board members all said that 
the method of financing was wrong. They made the strongest kind of arguments 
that Congress ought to do this sort of thing through regular appropriations, so 
that it could keep proper control over what was being done. 

So I suggest that the committee ought to consider if it would not be better for 
Congress to keep control over what is to be done under this legislation. 


WILL THE REDUCTION IN BANK SAFETY PLACE AN UNDUE BURDEN ON TRADE AND 
COM MERCE? 


Mr. Chairman, the question here is much like the question of whether to give 
a warehouse full of whisky to a man who is addicted to overdoses of alcohol. 
He may want it very much and lobby for it, but giving it to him will make him 
weaker, not stronger. 

These are optimistic times, however, and it has been so long since the last bank 
panic that most people assume we will never have one again. Loans and invest- 
ments of the member banks are now 10 times the amount of money the stock- 
holders have in the banks, including surplus and undivided profits. Reserves 
against net demand deposits have come down from 40 percent in 1940, to 18.8 
percent in 1957, and to 17.5 percent in 1958. And none of us familiar with the 
background of this legislation can doubt that it is intended to bring these reserves 
down to 10 percent. Our banking authorities are now so much preoccupied with 
their new toy of “monetary controls” that they have forgotten about bank safety. 
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In fact, the Board’s staff report discusses the “purposes of reserve requirements” 
as what it calls a fulcrum for effectuating monetary policies. The report puts 
it this way: 

“While effectuation of monetary policy was not fully recognized as the pur- 
pose of reserve requirements when the Federal Reserve System was founded, it 
may now be regarded as the principal purpose. It is the major consideration in 
determining the level of reserve requirements and may also be considered as a 
factor in establishing differences in requirements for different types of deposits 
and classes of banks” (“Proposed Legislation for Revision of Reserve Require- 
ments,” Jan. 29, 1959, p. 18). 

And it says: 

“The convertibility—or liquidity and safety—function has gradually come to 
be recognized as of minor significance compared with the credit-limitation func- 
tion of reserve requirements” (ibid., p. 25). 

Much of the notion that bank safety is no longer important seems to be based 
on the fact that depositors can now no longer draw out gold. And this over- 
looks the point that people may prefer currency, folding money, to bank deposits, 
and drawing out the currency has the same effect on bank reserves as drawing 
out the gold. 

If there ever came a time that the public started feeling shaky about the 
banks and started drawing their deposits out in currency to put away in deposit 
vaults or to put under the mattress, the banks would be in trouble. When reserve 
requirements are down-to 10 percent, a depositor who has $100 on deposit and 
demands $100 of currency will draw down the bank’s reserves by $100 when the 
bank actually has only $10 to cover that deposit. The banks could be in trouble 
quickly. 

The FDIC insurance is there, of course, but there is only 82 cents in the 
FDIC reserve to cover every $100 of deposits. The banks have been unwilling 
to build up the insurance reserves. While they are adequate to take care of 
individual bank failures in prosperous times, I wonder what would happen in a 
severe business recession ? 

Of course, it is true that the Federal Reserve has the means, theoretically, 
of taking care of such situations. It could pour the money out. But what the 
Federal Reserve can do theoretically, and what it will actually do, considering 
the human factors, may be widely different. When some of the banks get into 
trouble and are forced to liquidate assets, there will be other powerful members 
of the financial community who can profit by picking up those assets at bargain 
prices; and almost all of the bankers will be of two minds about whether it is 
better for the Fed to pour the money out or to preserve the interest rate 
‘structure, 

In the recession last year, when the country had 5 million unemployed and 
15,000 firms on Dun & Bradstreet’s list went bankrupt, the Fed was unwilling 
to bring about more than only the slightest reductions in private bank lending 
rates and in bond rates, so why should we expect the performance to be much 
different if we had 10 million unemployed and 30,000 firms going bankrupt? 
In other words, I am simply emphasizing that in any of these situations the 
pressures from the financial community will be mixed. 

Yet I, too, am optimistic about the future. I do not wish to predict that 
there will be any run on the banks. I am, however, deeply concerned about the 
effects of a low level of required reserves on the ability of the bank to meet 
the proper financing needs of business and commerce in the local communities. 
The Board’s staff report has, to a limited extent, recognized the seriousness of 
this problem. It recognizes that there will be a problem in the first place in 
getting all of the banks to accept a transfer of the Government securities from 
the Fed’s portfolio in exact proportion to the amount of reductions made in their 
reserve requirements. The report states: 

“Any substantial release of reserves within a short period of time can have 
disturbing effects on credit markets and on the economic system generally. Al- 
though the amount of any such release can be offset by absorption of the 
same amount through Federal Reserve sales of securities, the initial uses that 
might be made of the actual reserves released cannot be controlled. Increased 
leverage for credit expansion permitted by lower reserve requirements may also 
present problems of adjustment.” (‘Proposed Legislation for Revision of Reserve 
Requirements,” Jan. 29, 1959, p. 41.) 

In other words, even at the beginning some of the bankers may not cooperate 
or understand that they are to create the money which their new reserves will 
permit them to create only to acquire Government securities. Some of the 
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bankers may hold back and use their money-creating powers to make more risky 
loans or investments. 

Furthermore, after the securities are transferred there will be a problem 
to get the banks to keep them. They can sell them to the insurance companies 
or to the general public and then use their new reserves to invest in less liquid 
assets. The only answer which the Board’s staff report has for this is that the 
bank supervisory authorities will have to develop and enforce higher standards 
of liquidity for the banks. The report states: 

“If reserve requirements were lower, the quality of other assets would have 
relatively greater significance in appraising the soundness of a bank or its ability 
to meet potential decreases in deposits and reserves. Standards of performance 
observed by banks or by supervisory authorities would need to take into con- 
sideration such a change.” (Proposed Legislation for Revision of Reserve 
Requirements, Jan. 29, 1959, p. 27.) 

So my point is that with the low level of bank reserves and the small amount 
of stockholders’ money in the banks, the bank supervisory authorities have 
already substantially taken the banks out of the banking business and put 
them into the business of holding Government securities and other highly liquid 
assets. Where is the small businessman to go to meet his banking needs? The 
fact is there has been now, for at least a quarter of a century, a practical neces- 
sity for the Federal Government to maintain some kind of supplemental bank- 
ing facility to meet the business needs of the country. There was the RFC, 
the Small War Plants Corporation, the Small Defense Plants Administration, 
and now the Small Business Administration. 

The committee has had an opportunity to look into the Small Business Adminis- 
tration’s loans, and I believe it knows that this agency is making loans on the 
basis of normal commercial banking standards. In other words, it is doing a 
banking business that the local banks ought to do and cannot do, because of 
their present tendency to avoid extending any commercial credit which involves 
the slightest degree of risk. 

Where then are the farmers, the small-business people, and even the medium 
size business firms of this country to find commercial banking facilities if required 
reserves are reduced to the level contemplated by this legislation? 


WILL THE LEGISLATION INCREASE THE TREND TOWARD MONOPOLY IN BANKING? 


The result of reducing required reserves to anything like the levels contem- 
plated by this legislation will not be merely higher requirements for liquidity in 
bank assets, with bank examiners going more closely over the banks’ loan port- 
folios and demanding the removal of ordinary business loans. ‘An allied result 
will be more protection from competition supplied by the public banking agencies. 

Thoughtful students of our way of government have long been making the 
observation that one of the strongest of the natural laws seems to be agencies 
created to regulate an industry in the public interest quickly become regulators 
for the benefit of the regulated. Every time we create a Federal agency with 
powers to limit competition in an industry, the result is less and less competition 
and more and more solicitude for the profits of the vested interests. We are con- 
fronted here with the classic case. The bank business grows, but the country 
has fewer banks. Since 1920 the gross national product of the country has in- 
creased from $92 billion to $438 billion, yet the number of banks has gone down 
from 29,000 to 13,500. 

Since 1940 alone, the gross national product has increased more than fourfold. 
Demand deposits in commercial banks have gone up from $65 billion to $214 
billion. But we have 1,000 less banks in the country than in 1940. The number 
of banks goes down every year. In 1957 there were 13,568; last year there were 
only 13,502. 

In 1920, the Federal Reserve System had 9,600 member banks. By last year 
these had gone down to 6,300. The number goes down every year. 

What happens is that the Federal authorities cannot seem to resist bank 
mergers, so the banks keep merging. On the other hand, the banking agencies do 
resist allowing new banks to be created. 

And, as the banks become fewer, more harmony and more uniformity seem to 
develop among all segments of the financial community as to policies affecting 
the public interest. 

Many of our smaller towns today have no bank at all. May I suggest that if 
the committee decides that $20 billion worth of Government-owned assets should 
be taken out of the Federal Reserve System and given away, this $20 billion 
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would go a long way toward helping new banks become organized in the small 
towns that have no banks. 


HOW WILL THE MONEY-CREATING POWERS BE REDISTRIBUTED AMONG THE PRIVATE 
BANKS? 


Mr. Chairman, I come now to the other aspect of the proposal involved in this 
legislation. This is the authority being requested to rearrange reserve require- 
ments among the member banks. 

When the present minimum and maximum reserve requirements were specified 
in the law passed in 1935, the differences established for the different classes of 
banks provided a pretty good rule-of-thumb arrangement with reference to the 
actual factors which appropriately should determine differences in levels of re- 
quired reserves. This system is admitted to be a pretty good one today. 

At the same time, however, it is admitted that improvements can be made. 
Experts on banking matters, particularly in the universities, for many years have 
been pointing out how better systems could be designed to remove some of the 
inequities which individual banks meet under the present system. The criteria 
for a new system are pretty well agreed upon, and they are well known. As for 
my part, I would welcome a more scientific system than we now have. 

But in this legislation the Federal Reserve authorities have not proposed a 
more scientific system. They have proposed a who-knows-what system. And 
what they have proposed for readjusting reserve requirements as among the 
banks is jumbled in a package with a proposal for drastically reducing the whole 
level of reserve requirements and transferring the Federal Reserve earnings as- 
sets to the private banks. 

As we all know, the American Bankers Association submitted its plan for 
“reforming” the Reserve System to the Federal Reserve Board in 1957. This 
is the plan which is to reduce required reserves for all classes of banks down to 
10 percent. The plan also calls for drastically narrowing, by law, the range 
within which the Board could set reserves. It would specify by law no less 
than 8 percent of demand deposits and no more than 12 percent. In other words, 
reserve requirements for no class of bank could ever be raised above 12 percent. 
This is, of course, the plan for which the bankers have been making a concerted 
campaign. 

Last vear Chairman Martin told a subcommittee of the Senate Committee on 
Banking and Currency that he had not proposed reform legislation because the 
bankers had not agreed among themselves precisely what it is they want. When 
this question was raised with him, he said: 

“We would probably be better off if we made only major adjustments in 
reserve requirements. But first, we need to arrive at some better system of 
reserve requirements than we have at the present time. That has been a most 
difficult thing for us to achieve because of the disagreements between bankers, 
which represent, I am sure, honest differences of view.” (U.S. Senate, Com- 
mittee on Banking and Currency, Subcommittee, Hearings, Federal Reserve 
Monetary Policies, 85th Cong., 2d sess. (1958), p. 8.) 

Frankly, I have been unaware that there was any serious disagreement among 
the bankers over the division of the spoils. 

Furthermore, the new legal authorities which the Federal Reserve is recom- 
mending appear remarkably like the plan of the American Bankers Association. 
At page 10 of the Board’s staff report, it is stated that the American Bankers 
Association plan has been “considered” and that the Board has concluded not 
that it is bad, but that itis “not necessary.” The statement is: 

“The Board has given consideration to the careful and comprehensive study 
of the problem of reserve requirements and the proposals for changes made by 
the Economic Policy Commission of the American Bankers Association and also 
to other plans for fundamental revisions in the reserve requirement structure. 
The Board has concluded, however, that far-reaching changes in the law are 
not necessary. In particular the Board should not be under a mandate to reach 
some particular level of requirements at any time in the future. With the 
amendments proposed, along with other provisions of existing law, the Board 
would have adequate authority to make any changes in the structure and level 
of Reserve requirements that are likely to be appropriate under present or 
foreseeable conditions.” (“Proposed Legislation for Revision of Reserve Re- 
quirements,” prepared by the staff of the Board of Governors of the Federal 
Reserve System, Jan. 29, 1959, pp. 10 and 11.) 
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That statement is pointing out that under this legislation the Board will 
have authority to do what the bankers’ plan calls for, though this Board, and 
no future Board, would have its hands tied against raising reserve require- 
ments—except in the case of the New York.and Chicago banks. 

The first part of this proposal, in the order of its presentation, is to allow 
the banks to count their vault cash as reserves. And it has been elaborately 
pointed out that the country banks have a much higher percentage of vault 
cash relative to reserves than do the other classes of banks, suggesting that 
the country banks will benefit more from this legislation than the other classes 
of banks. And, of course, this manner of presentation has a great deal of appeal 
to those of us who are particularly desirous of strengthening the smaller banks, 
and especially the smalltown banks. The argument ultimately follows, how- 
ever, that the differentials now existing must be narrowed and, therefore, since 
the Fed is going to be authorized to permit vault cash to be counted against 
reserves, a higher reduction in the legal requirements for the New York and 
Chicago banks must be provided. 

Actually, the Federal Reserve has not indicated to what extent it expects 
to allow vault cash to be counted, if any. 

It has shown us, in its staff report, that the country banks have a higher per- 
centage of vault cash than the other classes of banks, but it has not shown us 
whether the particular banks that have the cash also have excess reserves. 

And finally, this idea of counting vault cash as reserves goes back to a system 
that was tried, found unworkable, and taken out of the law in 1917. It is not 
clear to me how the Federal Reserve intends to police vault cash, unless it is 
to keep an inspector at the vault of each bank every day. It might just as well 
try to take a mortgage on the fish in the sea. 

The next part of the proposal is that the Board be given discretionary author- 
ity to reclassify any or all banks in New York and Chicago as either a Reserve 
city bank or as a country bank; and to reclassify any and all banks in the 
Reserve cities as country banks. We are given no hint as to what the Board 
actually intends to do with such a broad and loose authority as that. There 
is discussion, of course, in the Board’s staff report as to the criteria that should 
be considered, but what weight will be given to the various criteria, if any, 
is not specified. 

Furthermore, this part of the bill would permit the Board to reclassify indi- 
vidual banks without promulgating general regulations. It seems to me ex- 
tremely dangerous to extend any authority to the Federal Reserve to negotiate 
with individual banks on matters affecting such a large self-interest in the bank. 
We ought to try to preserve the mavericks in the banking system. We ought not to 
encourage the kind of situation where the big financial powers, or even a majority 
of the banking community, can bring pressures to have all of the banks fall in line 
with their policy and programs. 

The only thing certain about this legislation is that required reserves of the 
New York and Chicago banks would be brought down and the Board would have 
its hands tied with a new low maximum at which it can set required reserves 
for these banks. 

Let me call the committee’s attention particularly to this statement from 
page 60 of the Board’s staff report: 

“The proposal that the requirement limits for central Reserve city banks 
be lowered from the existing range of 13 to 26 percent to a range of 10 to 20 
percent is designed to place a lower maximum on the amount of reserves that 
any bank may be required to hold and also to give legislative sanction to a nar- 
rowing of differentials in requirements as between classes of banks. (“Pro- 
posed Legislation for Revision of Reserve Requirements”, prepared by the staff 
of the Board of Governors of the Federal Reserve System, Jan. 29, 1959, p. 60.) 

What is the purpose of this proposal? Let me read part of that sentence 
again. It is “designed to place a lower maximum on the amount of reserves 
that any bank may be required to hold and also to give legislative sanction to 
a narrowing of differentials in requirements as between classes of banks.” 
Now isn’t it rather strange that the Board is proposing to tie its own hands 
by reducing the legal maximum of the New York and. Chicago banks from 26 per- 
cent to 20 percent, and also tie the hands of any future Board? 

It was only in 1951 that the Board thought that 24 percent was the right 
reserve requirement for these banks, because that was what its regulation 
required. And it was only in 1953 that it thought 22 percent was the right re- 
quirement. What is this influence which bankers now have which they think 
they may be about to lose? 








312 MEMBER BANK RESERVE REQUIREMENTS 


On the basis of all of the accepted standards and criteria, the facts are that 
required reserves of the New York and Chicago banks should be raised relative 
to the country banks, not lowered. 

What are the criteria? 

The Board’s staff report places the first emphasis on interbank deposits. I 
would not necessarily agree that this is first in importance, but let us consider 
the question on the Board’s own terms. Since 1935, the year before the present 
law was passed, interbank deposits held by the country banks have gone down 
from 46.2 percent of reserves to 26.2 percent last year. In contrast, the inter- 
bank deposits held by the New York and Chicago banks increased from 104 
percent in 1935 to 135 percent last year. In other words, on the basis of the 
criteria, reserve requirements of the New York and Chicago banks should be 
raised, net lowered. 

Next there is a question of the “turnover” of demand deposits. This, cer- 
tainly, is a prime factor in determining what a bank’s required reserves ought 
tobe. A high turnover of demand deposits requires a high percentage of reserves 
for the same reason that time deposits are safe on. an extremely low percentage 
of reserves. The greater the activity against deposits, the greater the likeli- 
hood that the bank will be in trouble. And the Board’s staff report also makes 
the point that a high turnover of deposits makes a relatively higher contribu- 
tion to the money supply, and ought to require higher reserves for that reason. 

So, what is the record? 

In 1945, demand deposits in New York City banks turned over 24 times a 
year. That rate had more than doubled by last year, when the turnover was 
54 times a year. 

At 337 other reporting centers, which include some Reserve city banks as 
well as country banks, the turnover rate was 14 times in 1945, and.this had in- 
creased to only 23 times by last year. In other words, there has been a terrific 
widening of the turnover rate, with New York City banks going up relative to 
the other banks. 

Then comes another question. This is the ability of the banks to operate 
close to their reserve requirements. As the Board’s staff report puts it: 

“Also, the larger banks can afford to keep a closer control on the amounts of 
their reserve balances, in relation to their requirements, and it is feasible for 
them to lend out any excess reserves through central money markets, so that 
the amount of their funds tied up in non-interest-earning reserves or other assets 
need to be little, if any, larger than their legal requirements. Banks more re- 
motely located or otherwise not able to operate effectively in money markets 
find it necessary to hold relatively larger proportions of their assets as excess 
reserves or balances with correspondents on which they obtain no earnings.” 
(Proposed Legislation For Revision of Reserve Requirements, prepared by the 
Staff of the Board of Governors of the Federal Reserve System, Jan. 29, 1959, 
p. 62.) 

In other words, the country banks and many of the Reserve city banks neces- 
sarily suffer from some nonuse of their reserves. They cannot stay invested and 
lent outright up to the margin of their required reserves. Yet within the last 
few years the so-called Federal funds market has developed in which the banks 
at the financial centers can borrow reserves from one another on a day-to-day 
basis. Their attrition, or nonuse, of excess reserves has disappeared. But other 
banks still have to carry, as a practical matter, a considerable percentage of 
excess reserves. 

Finally, there is the age-old question of how much money stockholders have in 
the bank. As of the end of February, total capital accounts of the New York 
and Chicago banks amounted to 81 percent of their reserves; in Reserve city 
banks, total capital accounts amounted to 75 percent of reserves; and in the 
country banks the stockholders’ money equaled 100 percent of the reserves. 

In short, this proposal of reducing required reserves of the New York and 
Chicago banks to make them more equal with the other banks is wrong unless 
all banking experience and all preVious legislative experience on this subject 
have been useless. 

In summary, Mr. Chairman, this is very dangerous legislation and I hope 
that you will continue to proceed with it with great caution. 
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TABLE 1 


{In millions of dollars] 
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reserves at reserves at | which could bank de- deposits 
Class of bank present minimums be made posits could | under pres- 
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tions ! present under pres- | under pres- (3x4) 
law 2 ent law ent law 
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Central Reserve city banks: 
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Weighted average, 10.34. 


Bank deposit expansion ratio at present legal minimum reserve requirements equals $10.34 per $1 of 


reserves. 


Total money expansion ratio assuming proportionate expansion of bank deposits and currency (3.9 to 1) 


equals $8.65 per $1 reserves. 


1 Report of the staff of the Board of Governors of the Federal Reserve System ‘“‘Proposed Legislation for 


Revision of Reserve Requirements,” Jan. 29, 1959, p. 13a. 
- 2. See-the following table: 
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Present Fed-| Minimum 
eral Reserve | permitted 
regulations | under pres- 
ent law 
Percent Percent 
Central Rianerve City WRmeR ik. ooo oon ker cdccec ewe cc ccccecwckocus 1 13 
en SRB ie: FST at SE AF ea ee eT I 1614 10 
COT Cada so on it ns Sib. 8 Biklc beh nc ce ee ck sc ee ececonw ne ale 11 7 
TABLE 2.—Changes in money supply, 1948-58 
(Billions of dollars] 
| 
|Total demand| Change from 
deposits previous 
adjusted and year 
currency (percent) 
outside banks 
1948. 7 Eveehes ‘ Ente kes ands age cnlign aes eqknin SARECG 2. cee conc 
ais cetnaing ith. doh oon > athe oR aa et tee eae wen dake 111.2 —0.4 
I 6S cick ds oaks oliinawe mnwhiade += de haseiM ch Weeitih dnt akon ck Ghie we dc mee Onne 117.7 +5.8 
Es ccd wih dias aa o agnldctnasd> aaha set Ma sddnceades duwerottiacse nentaeas 124. 5 +5.8 
PE, cu oduy np wad cdecdsaadqakst sha spain amcesbebehe tins n4uednes oaleiedes i Thae 129. 0 +3. 6 
BL ss caso bicioetgh Lamaied «btine halhan imaon weininanKdak etre dten weet ee 130. 5 +1.2 
Dn ds con nucck debuaon tbat cde cnnsncdémadinastulbdacheebsehtnte th Acsaaus sae 134, 4 +3.0 
RS ae Se emer eee i ie Mee fe Cee 138. 2 +2.8 
SS a Tine SU ehh Sane Gis abies sete bet railing ada eadese ms ass aaa 139. 7 +1.1 
RS RS. eS SR ase Rf RTS ae Ne 138. 6 —.8 
I CIE, 5 oh di wiles 6 ecienide enna asad etid ge deen dampens sabe aes al epshcew Seapets +2.5 














Source: Federal Reserve Bulletins. 
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TaBL_E 3.—Holdings of U.S. Government securities,’ by Federal Reserve System 
and all commercial banks 


[Par value in billions of dollars} 











Federal Commercial 
End of year Reserve banks 

System 
aan ad han nvtinn nnsinecdachevinuliscedawwesiuie 2.4 212.7 
een nos tle eighindebeuphgedsmtadeenndapsevadguasterdisae 2.2 17.8 
EE ge oS ne olitin ech tok <<dehbhsasesteuns aon sdsuanucsocsesseme ed 24.3 90. 8 
(EN oo ant ls A Ein SE SR a, ee ee 20. 8 61.8 
ee ee Se Oe i ac ibleniehhtinencklhbewiranedacuacubne 23.8 61.6 
i ine a ie csksathdabuvigticase nde tedandeccpnoneletes osenencess 24.7 63. 4 
dn acl tes pemerwisekmitadsuen enn asanponstinectbones 25.9 63. 7 
iiccccidthnmddzonccosnsibes SRD b EA ees cc engREin~hecaseie wens 24.9 69. 2 
I i ARES Sh os idshalindns wacatientseuseaegess cons 24.8 62.0 
ee 8 ie na ice Sct wenhnbtionswodiibohshddgpaeuercpesosné 24.9 59.3 
FR AEE es nee eee Se eee Cee ee 24.2 59.1 
aN ee hd clideawdgiog ding blsbinnixeensantbuee 26. 3 67.2 











1 Direct and fully guaranteed. 
2 June 31, 1935. 


Source: Federal Reserve Bulletins; Banking and Monetary Statistics, Board of Governors of the 
Federal Reserve System. 


TABLE 4.—Growth of U.S. economy and commercial banking compared with 
number of banks, 1920-58 

















Total loans 
Total gross | and invest- 
national ments of all | Number of | Number of 
End of period roduct ! commercial | commercial member 
(billions of | banks (bil- banks banks 
dollars) lions of 
dollars) 
291.6 3 36, 294 3 29, 087 9, 606 
2 93.6 43, 011 ; 9, 489 
91.1 46, 700 22, 172 8, 052 
72.5 35, 982 15, 325 6, 387 
100. 6 , 14, 344 6, 486 
213.6 124, 019 14, 011 6, 884 
284. 6 126, 675 14, 121 6, 873 
363. 1 155, 916 . 6, 660 
397.5 160, 881 13, 716 6, 543 
419.2 165, 123 , 640 6, 462 
440.3 170, 068 13, 568 6, 393 
437.7 184, 580 13, 501 6, 312 




















1 Annual total. 


2 Computed by the National Industrial Conference Board—not strictly comparable to subsequent data. 


3 As of June 30, 1920. 
Source: U.S. Department of Commerce, Federal Reserve Bulletins. 


TaBie 5.—Interbank deposits of member banks as a percentage of reserves 




















Central Reserve city Country 
Reserve city banks banks 
banks 

104.1 158. 5 46.2 

69.8 99. 5 36.6 
118.0 100. 8 26.7 

98.8 96. 4 23.8 
122.9 93.9 26.8 
123. 2 94.0 26.6 
131.5 97.5 27.6 
130.3 93.8 28. 1 
154. 5 98. 6 26.2 





Norte.—Interbank deposits are as of the end of the year. Total reserves are averages of daily closing 


figures for December. 
Source: Federal Reserve Bulletins. 

















315 


MEMBER BANK RESERVE REQUIREMENTS 


TABLE 6.—Annual turnover of demand deposits * of member banks in selected 











centers 
New York 6 other 337 other 
City centers ? reporting 
centers 3 
BE sic bac aneaonpo sa maeb aren daswiinn ces seaaadaeknandee> 31.1 422.3 (5) 
Donne cinnntoncasenewndecnse shennan natant nesenasenelseseens 17.6 118.8 (5) 
TE cab Goc knw ccwalinns Gu atees = one hdensdhekes meeban ag Dwele 24.1 17.5 13.5 
BE ind iatidens assailed dineraniecsucannsaahnerd setae aires at 31.1 22.6 17.2 
Base cct ebaka tit abebnerubons nebacsminsrakgeniedavaénGeles 42.3 25.8 19.2 
lien ati ie shen cinta pbk teed octet ein bbliane Ni Albtineisa = ERainbiechaetra a 42.7 27.3 20.4 
cilia cians as jhei ciem eine claw win ceed ee sage au nike ie Mee diien tices 45.8 28.8 21.8 
BN ind nbc edocutcsaetnndl pete nansetdeleesdehesphenbteswredwars 49.5 30. 4 23.0 
Bap empeles pd nckacnncncnsequissespanibaineses sn geliiinn dada 53. 6 30.0 22.9 
Se SEU s inkdedsccatgbawnnenssnacagrosineccativesanee 54.1 631.0 6 23.9 














1 Except interbank and U.S. Government deposits. 

2 Boston, Philadelphia, Chicago, Detroit, San Francisco, and Los Angeles. 
3 Prior to April 1955, 338 centers. 

4 Old series for weekly reporting member banks in 100 other leading cities. 
5 Not available. 

6 Preliminary. 


Source: Federal Reserve Bulletins. 
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TABLE 7.—Member bank excess reserves and borrowings from Federal Reserve 


banks asa percentage of total reserves 





















































Central Reserve city banks Reserve city banks Country banks 
—- eee Gy (2 Se Le leas BANE Ae Te: re oa 
| Borrowings Borrowings | Borrowings 
December aver- Excess from Federal Excess from Federal Excess _| from Federal 
ages reserves as Reserve reserves as | Reserve reserves as Reserve 
percent of banks as percentof | banksas | percentof | banksas 
totalreserves| percent of |totalreserves| percent of | totalreserves| percent of 
| total reserves | total reserves | total reserves 
a on —_— aay 1 — wy nee a — _ 
EE are JAYS Sees 47.8 ba. 53.4 0.6 
eee ee ea ig ee eR .01;222 arm : 
1945. 1.2 3.8 | 6.5 | 1.5 22.1 1. 
ESS 2.2 1.1 3. & on 13.9 .6 
1954. _- 2 | 1.3 | 1.1 1.5 10.7 9 
1955__- -7 | 5.0 | 8 5.0 8.7 2.8 
1956... _- 1.0 | 4.4 1.1 3.7 8.3 2.5 
ee 8) 4.1 | 1.1 3.9 7.6 2.9 
«SL aes .6 2.8 oe 3.2 7.4 2.8 
Norte.—Reserves and borrowings are averages of daily closing figures for December. 
Source: Federal Reserve Bulletins. 
Ratios of member bank capital accounts to total loans and investments and 
holdings of U.S. Government securities 
| 
| Ratio of capital account 
| to— 
Total loans | Holdings of 
and invest- | U.S. Govern- 
ments ment 
securities 
i nti kcadiin adage nis tabadeieedy Seneca nad 5.8 2.4 
1940... ___. i Lents Sie We & p’n.wuiia ts Gch INE ie name eaemeen 6.5 2.8 
Me Areas cd Ic ache ogi atae nia dsm ene SiN 14.1 10.3 
1950_.__. ia teebaeate iearte % ‘ RS oe) 11.1 5.4 
SNES cates ahs 2a.5% wat banawiegecst eats oacekbbemadammteaasess serch as alums 10.8 4.7 
1955 _ . ‘ pNetnek ae 10.6 4.0 
SMEs, Son ccna atiaedog abn oi axdenphehlne er ud eee a saa kebuee 10.2 3.5 
SE RTE Sr ae a 9.8 3.2 
EN EE i Be EEN Ya 10.0 3.5 











Source: Federal Reserve Bulletins. 
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Mr. Parman. Thank you. 

Mr. Brown. We are glad to have your statement. Mr. Barrett? 

Mr. Barrerr. No questions at this time. 

Mr. Brown. Mr. Hiestand ? 

Mr. Hiesranp. Not until I have studied it further. 

Mr. Brown. Mr. Barr? 

Mr. Barr. This is a very awesome piece of work, I should like to 
state for the record, Mr. Patman. 

I have one question on the outflow of gold. I am not. certain of it 
and this is just for information. We had last year $2.3 billion outflow 
of gold. Could you tell me, sir, the reason for this outflow last year? 

Mr. Parman. There is no way to determine, to my knowledge, what 
causes foreign people to call for the gold. They have the privilege 
of doing it any time they want to. I imagine they have a call on 
several times that amount now, if they wanted to use it, but for the 
same reason that we do not want our money outside the bank, they 
have no desire or real use for the gold. 

Mr. Barr. I have just one other question, Mr. Patman. 

Mr. Parman. That same thing happened a few years ago. I be- 
lieve it was 1950, 

Mr. Barr. Yes, sir. Last year you noted that the Federal Reserve 
Board did make available to the commercial banks additional reserves, 
which, as you pointed out, went largely into Government bonds. This 
is just for my information too: 

It seems to me that last year we did have unemployment, we did 
have a recession. If I had been sitting on the Federal Reserve Board 
in a position to make some judgments, it would seem to me that I 
would have attempted to move in somewhat that direction. What 
do you think would have been a more correct approach to hit at the 
problem of the recession and unemployment and this general business 
stagnation that we had? 

Mr. Parman. The more direct approach would have been to have 
made sure that at least a part of the reserves were used to create money 
to help business—business loans. Getting bond rates and bank lend- 
ing rates down would have helped. I think the country came out of 
the depression despite the Federal Reserve System. The Federal 
Reserve did not help. The Federal Reserve made it possible for more 
money to be created, to extend more credit; but the commercial banks 
did not use the new reserves they were given to extend credit that 
would help the country. The commercial banks do not. help the 
Government when they buy Government bonds. 

You see, an individual goes to a bank and pays the bank for the 
use of the bank’s credit, because the bank’s credit is better than his 
own. But no commercial bank’s credit is as good as the Government’s. 
The Federal Reserve can use the Government’s own money-creating 
powers to buy Government bonds. ; 

So the Government is not helped by commercial banks owning 
Government securities. 

Mr. Barr. I have spent my life in business, Mr. Patman, and T must 
say that as a businessman I sure had a very sorry record. I do not 
know, sir—perhaps you can inform me as to this—as to whether banks 
call these loans or businessmen run for cover. I think a Jot of us ran 
for cover last year. I think it was the consumer that brought us out 
of the recession. 
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Mr. Parman. As to the reduction in business loans, undoubtedly it 
was some of both, and there was some refinancing in the bond market 
to pay off bank loans. Sustained consumer buying, which was sup. 
ported in part by unemployment insurance, undoubtedly helped bring 
us out of the recession; but Federal wage increases, which were retro- 
active to the first of the year, helped in a big way; and the increase in 
the debt ceiling, which made possible increased defense spending, 
helped bring us out. We came out despite the Federal Reserve. 

Mr. Barr. I just do not quite understand yet, sir, what action you 
think would have been wiser last year for the Federal Reserve to have 
taken. 

Mr. Parman. Well, I think there should have been, not absolute 
control, but whenever you are giving somebody something I think 
you have a right to at least make a suggestion as to how part of it is 
used in the public interest. After all, the Federal Reserve was in a 
position to hand out these reserves in installments; to wait and see 
how the first installment was used before handing out another. 

Whenever something is being given to the banks in the form of 
oublic credit, which is a mortgage on everybody’s property and every- 

y's incomes, and is given to them free, I do not think it is regimen- 
tation for the Federal agency that is delivering this gift to say to the 
bankers, “Now I suggest you use part of this in the public interest, 
to make business loans,” because that is the reason it is being given. 

Mr. Barr. I also think at the moment that there was less resistance 
to your small business investment in banking circles today. The 
country is benefiting greatly. . 

Mr. Parman. Well, the banks are cooperative on that. You see, 
we had the members of the Board of Governors before the Smal! Busi- 
ness Committee one at a time, and each one of them admitted that 
the commercial banks could not properly and adequately take care 
of small business—that the banks could not put risk or venture capital 
into small business and neither could the banks make long-term loans 
tosmall business. 

And after we had these seven members of the Board of Governors 
up we had the heads of the banking organizations, such as the Ameri- 
can Bankers’ Association, Independent Bankers’ Association, and 
others, and they corroborated what the Federal Reserve had said, 
that they just were not able to do the job. Armed with that record— 
and it is the first time in history that we ever had such a good record 
on this problem—we were able to get the legislation through. The 
bankers were in no position to resist it; they had said they could not 
do it, so why should they oppose a plan whereby it could be done; 
and I think most of them realize that it is good legislation. 

Mr. Barr. Mr. Patman, why is not this legislation, this bill, which 
sn did enact, why is it not being administered; why is nothing being 

one { 

Mr. Parman. Well, that is a separate question, of course. I am very 
much disappointed because it has not gotten off to a better start. But 
I realize it is a new law. I am patient with them, personally. It is 
something entirely new, Sikenek it is comparable to the Production 


Credit Corporation, under which production credit associations were 
organized. It is comparable to, and on all fours with, the Federal 
land banks, under which Federal land-bank associations were organ- 
ized over the Nation. 
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In fact the Small Business Investment Act is to an extent pat- 
terned after the Farm Loan Act. It anticipates that eventually every 
smal] business investment company will be owned by local people, and 
not one dime owned by the Government, in the same way and manner 
that the Federal land banks are now owned by the borrowers and 
the Government has no interest in them. 

Mr. Barr. Thank you, sir. 

Mr. Brown. Mr. Moorhead. 

Mr. Moorueap. I have no questions, Mr. Chairman. 

Mr. Brown. Mr. Fino? 

Mr. Fino. No questions. 

Mr. Brown. Mr. Patman, we are very glad to have your testimony, 
and you may be excused. 

I would like the record to show that Mr. Multer, a member of 
this subcommittee, was not able to attend these hearings because of a 
serious illness. He has submitted questions to me which he wanted 
answered by witnesses representing the Federal Reserve Board, the 
Office of Comptroller, the Federal Deposit Insurance Corporation, and 
the American Bankers Association. I have submitted the questions to 
the witnesses of those agencies and association and required that they 
be answered and returned for incorporation in the record. If there 
is no objection Mr. Multer’s questions and the answers thereto, will be 
inserted in the record immediately following the testimony of each 
witness concerned. 

We have some letters to be introduced at this point in the record, 

{The letters referred to above are as follows :) 


THg INDEPENDENT BANKERS ASSOCIATION, 
OFFICE OF THE SECRETARY, 
Sauk Centre, Minn., April 10, 1959. 
Hon. Paut Brown, 
House Office Building, Washington, D.C. 


Dear Mr. Brown: Absence from my office delayed me expressing to you the 
association’s approval of H.R. 5237 introduced by you in the House of Repre- 
sentatives on March 4, 1959. 

The recommendations of the Federal Reserve Board seem to be sound. The 
Board must be given leeway in setting reserve requirements so as to adjust 
monetary plans according to conditions. 

It seems logical that vault cash should be considered as part of a legal re- 
serve and the reasons given by the Board appear sound. 

Country banks that are at considerable distance from a financial center must 
of necessity carry a larger amount of vault cash. The Board recognizes this 
fact and the change would be beneficial to our country banks. 

With best regards, I am 

Yours very truly, 


Ben DuBois, Secretary. 


Crry or New York, 
OFFICE OF THE MAYor, 

New York, N.Y., March 24, 1959. 
Re §. 1120. 
Hon. PAUL Brown, 
Chairman, Subcommittee, 
House Committee Banking and Currency, 
Washington, D.C. 


Deak CONGRESSMAN: I am writing you in support of the above bill which 
makes certain changes in the reserve requirements of member banks of the 
Federal Reserve System. As you know, a small portion of New York City is 
one of the two central Reserve cities as provided for in the Federal Reserve Act. 
The above bill in reducing the maximum and minimum reserves which may be 
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required of the central Reserve city banks now in the range of 13-26 percent 
down to 10-20 percent will be most helpful in its effect on a discrimination 
against some New York City banks which I feel is no longer justified. 

I would urge that the bill go further and be amended to provide for the 
elimination entirely of the central Reserve city classification so that New York 
City banks may compete on a more reasonable basis with banks in other finan- 
cial centers. 

Yours very truly, 
Rosert F. WAGNER, Mayor. 





ATLANTA CLEARING HovUSE ASSOCIATION, 
Atlanta, Ga., March 25, 1959. 
Hon. Paut Brown, 
House of Representatives, House Office Building, 
Washington, D.C. 

DrEAR CONGRESSMAN Brown: As secretary of the Atlanta Clearing House Asso- 
ciation I am enclosing a copy of a resolution of that association which is self- 
explanatory. 

Yours very truly, 
J. LeLtanp Purwiies, Secretary. 


Be it resolved, That the feelings of the Atlanta Clearing House Association be 
expressed to Congressman Paul Brown concerning the proposed reduction in 
reserve requirements of the banks in the central Reserve cities to the level of the 
reserves required for banks in Reserve cities. 

Now, therefore, it is our opinion that the present differential is unwarranted 
and that the reserve requirement for the central Reserve cities should be made 
the same as those required of banks in Reserve cities; and be it further 

Resoived, That the secretary be instructed to send a copy of this resolution to 
Congressman Paul Brown for use in the congressional hearing on this subject. 

The above resolution was unanimously approved by the four member banks of 
the Atlanta Clearing House Association; namely, the Citizens & Southern 
National Bank of Atlanta, the First National Bank of Atlanta, the Fulton National 
Bank of Atlanta, and the Trust Co. of Georgia, this 25th day of March 1959. 


J. L. PuHtIturps, Secretary. 


ASSOCIATION OF REGISTERED BANK HOoLpING COMPANIES, 
Washington, D.C., April 1, 1959. 
Hon. Paut Brown or GEORGIA, 
House Office Building, Washington, D.C. 

DEAR CONGRESSMAN: This is to advise you that the Association of Reg- 
istered Bank Holding Companies favors the enactment of your bill, H.R. 5237, to 
amend section 19 of the Federal Reserve Act in order to revise the reserve require- 
ments of the Federal Reserve member banks. 

The bill would authorize the Board of Governors of the Federal Reserve 
System: (1) to permit member bauks to count vault cash as part of their required 
reserves ; (2) to fix the reserve requirements of central Reserve city banks within 
the same range as for Reserve city banks; and (3) to fix lower reserve require- 
ments for individual banks within central Reserve or Reserve cities based on the 
character of the individual bank’s business. 

These changes in the law would bring the reserve requirements more in line 
with modern-day banking conditions and would eliminate inequities that have 
developed among banks. Your bill would also give the Federal Reserve Board 
greater flexibility in the use of one of its most important tools for effectuating 
monetary policy. 

Section 19 of the Federal Reserve Act does not apply to bank holding conr 
panies themselves, but does apply to many of the banks affiliated with holding 
companies which are members of the Federal Reserve System. We believe that 
this bill will help promote sound monetary policy and is in the public interest. 
Therefore, we are happy to support the Federal Reserve Board’s recommendations. 

I would appreciate your making this letter a part of the record of the public 
hearings on H.R. 5237. , 

Yours very truly, 


JoserH H. Co_tMAN, President: 
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CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D.C., April 2, 1959. 
Hon. Paut Brown, 
Chairman, Subcommittee No. 2, House Banking Committee, 
New House Office Building, Washington, D.C. 


Dear Mr. Brown: The Chamber of Commerce of the United States supports 
H.R. 5237 which would amend section 19 of the Federai Reserve Act by making 
three changes in the present law respecting the reserve requirements of member 
banks. 

These three changes in existing law would authorize the Federal Reserve 
Board to: 

1. Permit member banks to include in their required reserves all or part of 
their vault cash holdings in addition to balances with Federal Reserve banks. 

2. Set the reserve requirements for demand deposits of central Reserve city 
banks within the range of 10 to 20 percent, instead of the present authorized 
range of 13 to 26 percent. 

3. Permit individual member banks in any part of a Reserve or central Re 
serve city to carry, Where reasonable and appropriate in view of the character 
of business transacted by the individual banks concerned, reserves at the lower 
requirement level prescribed for country or for Reserve city banks. 

The national chamber believes that these revisions will remove from the 
present law some inequities and difficulties of administration which have become 
apparent with the growth and changes of the Nation’s economy. The amended 
law over time would create a better structure of reserve requirements within the 
existing framework of the Federal Reserve system and the Federal Reserve can 
be expected to continue to follow its largely successful policy of “leaning 
against the wind.” 

With regard to changes in the vault cash requirements, we are mindful of the 
fact that the smaller banks in the smaller communities are required to maintain 
a higher percentage of currency than is necessary for banks in larger cities, due 
in great measure to the lack of adequate and accessible currency depositories in 
the smaller communities. This would be ameliorated under H.R. 5237. Count- 
ing of vault cash as a reserve also would aid in reducing the costs of transporting 
and handling currency and facilitate the holding by member banks of larger 
stocks of currency for emergency purposes. 

Expectations for the growth of the Nation's economy during the 1960's are 
bright. With this anticipated growth will come a demand for more bank credit: 
deposits and loaus will need to increase and the currency supply will need to be 
enlarged. Banks will be asked to effectively accommodate the developing de- 
mands of the consuming public and business and industry. One way to make this 
possible is for the Federal Reserve to reduce reserve requirements as the need 
arises, in line with economic developments. 

The amendments to the Federal Reserve Act contemplated under H.R. 5237 
would aid in the establishment of an equitable system of legal reserves and would 
modernize the liws under which banking is now regulated. 

I would appreciate it if you would make this letter a part of the record of 
your forthcoming hearings. 

Cordially yours, 
CLARENCE R. MILEs. 


METROPOLITAN BANK OF MIAMI, 
Miami, Fla., March 31, 1959. 
Hon. PAUL Brown, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington, D.C. 


DEAR CONGRESSMAN Brown: At the suggestion of my fellow banker, Monroe 
Kimbrel, who probably will be appearing before your committee when you hold 
hearings on the bill proposing certain changes in Federal Reserve classifications, 
I am forwarding you a copy of a letter which I have just mailed to Senator 
Robertson. 

Very likely the information and views contained in the accompanying letter 
will be available to your committee from other sources, but I thought it best to 
go on record in this way. 

T shall be grateful to you and your associates, as well as to the Senate com- 
mittee for any consideration you may give to my views in this matter. 

Very truly yours, 
G. JAMES HuGHES, President. 
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METROPOLITAN BANK OF MIAMI, 
Miami, Fla., March 31, 1959. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Banking and Currency Committee, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR RosBerRtTsSON: Upon reading in last Wednesday's issue of the 
American Banker about the hearings conducted by your committee on the bill 
proposing certain changes in Federal Reserve classifications, I was somewhat 
disturbed to learn of Mr. James J. Saxon’s opposition to that part of the bill 
which would grant greater latitude to the Federal Reserve authorities in lower- 
ing the reserve classifications of certain member banks in Reserve and central 
Reserve cities. 

According to the article in the American Banker, Mr. Saxon was opposed to 
the “character of business” test embodied in the wording of the bill and he is 
reported to have stated that “to base reserve requirements on the nature of a 
bank’s business is too indefinite to evaluate.” I do not know how familiar Mr. 
Saxon might be with the reasons for the inclusion in the bill of the section to 
which he apparently objects, but I thought I should address this letter to you 
to be sure that the members of your committee were aware of a specific situation 
which exists in Miami (and perhaps other cities as well) which would be cor- 
rected by that very part of the proposed legislation to which he objects. 

If I am repeating information which already has been brought to the attention 
of your committee, I am sorry for having troubled you, but it did seem important 
to me to be sure your committee was aware of the following situation. 

Effective May 15, 1958, the Board of Governors of the Federal Reserve System 
classified Miami as a Reserve city in accordance with “paragraph (2) of sub- 
section (b) of the rule regarding classification of central Reserve and Reserve 
cities adopted by the Board on December 19, 1947, pursuant to authority con- 
ferred upon it by section 11(e) of the Federal Reserve Act. Briefly, the para- 
graph and subsection referred to above require that a city be classified by the 
Board of Governors as a Reserve city when the interbank demand deposits of the 
member banks in such city exceed certain prescribed percentages of aggregate 
demand deposits of such member banks and/or aggregate interbank demand 
deposits of all member banks in the United States. 

It is a matter of record that the interbank deposits which resulted in Miami’s 
having been classified as a Reserve city were concentrated in three banks: The 
First National Bank of Miami, the Florida National Bank & Trust Co. at Miami, 
and the Pan American Bank of Miami. Nevertheless, following Miami’s classi- 
fication as a Reserve city, the only member banks which could be exempted under 
existing regulations from the consequent higher reserve requirements were those 
in outlying districts. The Metropolitan Bank of Miami as well as the In- 
dustrial National Bank are so close to the so-called downtown area that they 
were not considered eligible for exemption by the Federal Reserve authorities 
despite the fact that neither bank had any interbank deposits of consequence. 

As far as I can see, the “character of business” test objected to by Mr. Saxon 
would constitute among other things the determination of the amount of inter- 
bank deposits held by any given bank in a Reserve city or central Reserve city. 
In the case of Miami, since interbank deposits were the only factor which 
caused the city’s classification as a Reserve city, it is only logical to argue that 
the same factor should be considered in determining whether or not a given 
bank in such city should be exempted from the higher reserve requirements. 
This is impossible under existing regulations unless, by coincidence, such bank 
happens to be in an outlying area. 

I am sorry to have burdened you with such a long letter but trust the fore- 
going account will adequately illustrate that we have here in Miami a situation 
which could be remedied by granting somewhat greater latitude to the Federal 
Reserve authorities in determining reserve requirements of member banks in 
such cities. More than likely this same situation exists in other areas, too, be- 
cause Miami is just one of many cities which have been classified by the Board 
of Governors as Reserve cities under the authority referred to in the fourth 
paragraph of this letter. Other such cities are Milwaukee, Wis.; Fort Worth, 
Tex.; Indianapolis, Ind.; St. Paul, Minn.; Tulsa, Okla.; Des Moines, Iowa; 
Columbus, Ohio; Wichita, Kans.; Kansas City, Kans.; Toledo, Ohio; Topeka, 
Kans.; Pueblo, Colo.; and National City (National Stock Yards), IIl. 

Thank you very much indeed for any consideration you may give to the 
views expressed in this letter. 

Very truly yours, 


G. James Hueues, President. 
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Strate or New York, BANKING DEPARTMENT, 
New York, N.Y., April 1, 1959. 
Re H.R. 5237. 


Hon. Paut Brown, 

House Banking and Currency Committee, 
House. Office Building, 

Washington, D.C. 

Dear CONGRESSMAN BROWN:I am writing to you with respect to the above 
bill now pending before your committee. As superintendent of banks in one of 
the two States in which is located a central Reserve city, I am very much inter- 
ested in the elimination of the central Reserve city classification on the ground 
that it is unnecessarily discriminatory against those few of the banks under 
my supervision which are located in that area of New York City to which the 
central Reserve city classification is applicable. While this classification may 
have had an historical justification when banks in other localities were required 
to maintain reserves in certain cities designated as central Reserve cities, this 
discrimination appears to be no longer justified under present conditions. The 
proposed bill in changing the minimum reserves required of central Reserve 
city banks from 138 percent to 10 percent so that such reserves might fluctuate 
between 10 and 20 percent as in the case of Reserve city banks rather than 
13 to 26 percent now applicable is a step in the right direction. However, the 
power remains to continue the difference in reserve requirements between the 
banks in New York City and other banks throughout the Nation (exclusive of 
Chicago). 

I would strongly urge that the bill be amended to eliminate this discriminatory 
classification. 

I have written a similar letter to Senator Robertson as chairman of the 
Senate Committee on Banking and Currency with respect to the companion 
bill S. 1120. 

Yours very truly, 
G. RUSSELL CLARK. 


THE CHASE MANHATTAN BANK, 
New York., N.Y., March 18, 1959. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington, D.C. 

DEAR MR. SPENCE: We are writing in reference to Senate 1120 (H.R. 5237) 
now pending before the Banking and Currency Committees of the Senate and 
House which would amend section 19 of the Federal Reserve Act relating 
to reserves against deposits required to be maintained by member banks of the 
Federal Reserve System. 

Under the existing provisions of section 19 of the Federal Reserve Act, 18 
banks in New York City and 14 banks in Chicago, because of their classification 
by the Board of Governors as central Reserve city banks, are required to 
maintain on deposit with their Federal Reserve banks substantially higher 
reserves against demand deposits than other member banks in the country. 
Whatever the original basis for the designation of New York and Chicago as 
central Reserve cities, we know of no reasonable or logical justification for 
the continuation of this discrimination. By sterilizing a substantial part of 
the resources of these banks, lending power that is needed for a growing 
economy and to finance trade and development among the free nations is cur- 
tailed. Moreover, since this discrimination applies only to banks located in 
New York and Chicago these inequitable reserve requirements are an economic 
detriment to those cities and to the growth of their business, commerce, and 
industry. We are informed by counsel that the Board of Governors of the 
Federal Reserve System has authority under the existing law to abolish this 
discrimination but the Board of Governors has not elected to follow that course. 
In the circumstances it appears clear that this is a matter which should be 
acted upon by the Congress. 

New York and Chicago were classified in 1887 as central Reserve cities 
pursuant to the National Bank Act and that classification was continued after 
the enactment of the Federal Reserve Act in 1913 although the principal reason 
for its existence (theretofore balances with correspondent banks counted as 
reserves) was no longer applicable. Moreover, since that classification was 
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made great changes have occurred throughout the country in the decentraliza- 
tion of industry, financial markets, and bank deposits. Nevertheless, only New 
York and Chicago are classified as central Reserve cities despite the financial 
growth and development of such major financial centers as San Francisco, Los 
Angeles, Pittsburgh, Detroit, Boston, Philadelphia, and Dallas as is reflected in 
the size of banking institutions located in such centers. We do not advocate 
that these other financial centers be classified as centrat Reserve cities but 
rather that the discrimination against New York and Chicago be removed. A 
requirement that banks in New York and Chicago maintain higher reserves 
against demand deposits than is required of important banks in other major 
financial centers contributes little to bank liquidity or to the effectiveness of 
credit control by the monetary authorities. 

We believe that the two bills now pending before the Banking and Currency 
Committees of the Senate and House afford an appropriate opportunity to 
remedy this unreasonable discrimination against New York and Chicago. We 
wish to urge that legislation be enacted by the Congress which would eliminate 
the special classification of New York and Chicago as central Reserve cities 
and the differential reserve requirement imposed on banks in those cities 
classified by the Board of Governors as central Reserve city banks. 

Sincerely, 


MEMBER BANK RESERVE REQUIREMENTS 


Joun J. McCioy. 


OFFICE OF THE GOVERNOR, 
Springfield, March 25, 1959. 
Hon. BRENT SPENCE, 
Chairman of the House Banking and Currency Committee, 
House Office Building, Washington, D.C. 


DEAR CONGRESSMAN SPENCE: I understand that there is pending before the 
Banking and Currency Committee a bill proposed by the Federal Reserve Board, 
which would amend section 19 of the Federal Reserve Act relating to the 
reserves against demand deposits required to be maintained by member banks 
of the Federal Reserve System. 

This proposed legislation contains a provision to allow the inclusion of vault 
cash in the computation of the reserves of member banks of the Federal Re- 
serve System. This is a desirable change in the law, which will substantially 
benefit the country member banks and the Reserve city banks, but would only 
negligibly affect the 14 banks in the central Reserve city of Chicago. 

It is especially with respect to this special classification of Chicago as a 
central Reserve city that I write you. As a result of its classification as a 
central Reserve city, 14 Chicago banks are required to keep sterile and idle 
with the Federal Reserve Bank of Chicago a higher percentage of their re 
sources than any other member banks in the country, with the exception of 
the 18 similarly affected banks in the central Reserve city of New York. No 
sound reason appears why the Federal Reserve Board should impose a higher 
differential reserve on the city of Chicago, or indeed on the city of New York. 
which are the only two cities in the country so treated by the Board. All 
whom I have consulted on this matter are agreed that the higher reserve 
differential imposed on these 14 banks on the city of Chicago cannot be justi- 
fied on monetary or economic grounds. 

Last year I took occasion to address a communication to the Chairman of 
the Board of Governors of the Federal Reserve System in Washington urging 
him and the members of his Board to eliminate the classification of Chicago 
as a central Reserve city, and to eliminate also the differential in reserve re- 
quirements between central Reserve city banks and Reserve city banks. Al- 
though I am advised by counsel that the Board had power to act in accordance 
with my recommendation, it did not do so and presently shows no inclination 
of doing so now. In the circumstances it therefore appears clear that this is 
a matter which should be acted on by the Congress. 

The higher reserve differential imposed on the 14 banks in the city of Chi- 
eago results in the immobilization of a substantial part of the resources of 
these 14 banks to the disadvantage of the State of Illinois, the prosperity of 
its business and industry, and the employment and well-being of its citizens. 

Further, it is well known to you that there are now a number of other cities 
in this country which are rightly considered as important money and financial 
centers. All of these cities are classified by the Board of Governors as reserve 
cities. Consequently, every bank in all of these cities is entitled to carry a 
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lower reserve against its demand deposits than this small group of banks in 
Chicago and in New York City. It would appear to me that the city of Chicago 
(and New York City) ought to be put on a parity for reserve requirement pur- 
poses with these other money and financial centers. This can be done by 
eliminating the central Reserve city classification from the statute, and by 
reclassifying by statute the city of Chicago (and New York City) as a Reserve 
city. 

I believe that the legislation now pending before your committee would 
afford an appropriate opportunity to remedy this long-standing and unreason- 
able discrimination against the city of Chicago and the State of Illinois. I 
greitly hope that your committee will take appropriate legislative action to 
this end. 

If it is in accord with your procedures, I should be grateful if you would 
make a copy of this letter available to each member of your committee. 

Your cooperation in this matter will be much appreciated. 

Sincerely, 


WILLIAM G. StTrattTon, Governor. 


SrateE OF NEW YORK, 
EXECUTIVE CHAMBER, 
Albany, March 31, 1959. 

Hon. Pavurt Brown, 

Chairman, House Banking and Currency Committee, 

House Office Building, Washington, D.C. 


DEAR CONGRESSMAN Brown: I am writing to you with respect to H.R. 5237 
which would make certain changes in reserve requirements for member banks 
of the Federal Reserve System. I am very much concerned with the future 
industrial progress of New York State and I feel that any artificial interference 
with that progress should, if possible, be overcome. 

The requirements of the Federal Reserve Act that certain banks located in 
New York City maintain a larger percent of their deposits immobilized in the 
form of reserves than are required of competing banks in all other centers 
except Chicago unjustly discriminate against these New York City banks. 
Although the central Reserve city classification may have been justified on 
historical grounds, the geographical basis for this discrimination would no 
longer appear to be justified. 

Accordingly, I would urge that you give careful consideration to amending 
the above bill to eliminate the central Reserve city classification entirely. 

I have written a similar letter to Senator Robertson as chairman of the 


Senate Committee on Banking and Currency with respect to the companion bill 
S. 1120. 


Sincerely, 
N. A. ROCKEFELLER. 


Mr. Brown. If there is nothing further, this will conclude the 
hearings on H.R. 5237. 


The committee will stand adjourned, to reconvene at the call of 
the Chair. 


(Whereupon, at 11:20 a.m., the subcommittee was adjourned, sub- 
ject to call of the Chair.) 


x 





